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A SIMPLE TURN of the job selector 
knob changes jobs in a second—gives 
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office, listed in the yellow pages of the telephone book. 
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SWEETNESS 
and 
LIGHT 





By Jay Vee 


A North Star 


I’ EVER you have faced a group of 
the young and vainly endeavoured 
to teach them anything, read this 
column and lift up your heart. 

Perhaps you are a senior audit clerk 
with painful recollections of trying to 
explain to a couple of new juniors the 
importance of reporting any missing 
petty cash vouchers — if so, here is a 
message of hope especially for you. 

Perhaps you are the junior and your 
pedagogical experience is confined to 
expounding to your young nephew the 
intricate processes of long division 
while he looks at you blankly and 
twiddles a rope into reef knots so that 
he can pass his Cub test — if so, read 
on. 

The first year after our graduation 
we taught French without a certificate 
at a private “cram” school. Some of 
the students were brilliant, mature 
people who had to complete their ma- 
triculation before proceeding to ad- 
vanced studies, but most of the boys 
were there solely because their parents 
insisted that they stay on at school 
even after several city collegiates had 
given up all hope of ever teaching 
them anything. 

Taking his rightful place in the lat- 
ter group was a teenager whom we 
shall call Pete Brill. Of small build 
and pallid complexion, his response to 
every suggestion was one of complete 
and utter indifference. How many 
times did we go up and knock quietly, 
then loudly, then pound on the door 
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OPPORTUNITY 
for 
CHARTERED ACCOUNTANT 
Rapidly growing electric and _ gas 
utility with head office in Regina has 
opening for chief accountant. Salary 
$5,400 to $6,000 per annum. _ Excel- 


lent fringe benefits including excep- 
tionally attractive pension plan. 
Apply under confidential cover giving 
full details of qualifications and ex- 
perience to :— 
F. Copithorne, Comptroller, 
Saskatchewan Power Corporation, 
Regina, Sask. 


CHARTERED 
ACCOUNTANT WANTED 


As chief accountant by wholesale 
fruit and produce company in New 
Brunswick to take charge of head 
office staff and records, and to super- 
vise all branch records. Reply stating 
experience and salary expected, and 
give references. Box 339, The Can- 
adian Chartered Accountant, 10 Ade- 
laide St. E., Toronto, Ont. 


TORONTO 
Medium-sized firm of chartered ac- 
countants requires a chartered account- 
ant in addition to their present staff 
for expanding practice. Box 333, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


C. A. WANTED 

Large Vancouver firm of practising 
chartered accountants requires services 
of a chartered accountant with at least 
two years’ experience since qualifying, 
to direct staff and supervise audit and 
special work, knowledge of taxation 
and system work also desirable. This 
is an ideal opportunity for a person 
with initiative and drive as there is 
ample scope for promotion. All re- 
plies will be treated confidentially. 
Write giving age, details of education, 
training and experience to Box 338, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 
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CHARTERED 
ACCOUNTANT REQUIRED 

By major Canadian industry, prefer 

university graduate, age 25 to 30 years, 

location Central Ontario. Apply Box 

334, The Canadian Chartered Account- 

ant, 10 Adelaide St. E., Toronto, Ont. 


POSITION WANTED 
Chartered accountant, university grad- 
uate, is interested in obtaining position 
in the Maritime Provinces, preferably 
with industrial firm, but would con- 
sider other opportunities. Box 335, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


POSITION WANTED 
C.A., age 27, desires position with a 
firm of chartered accountants located 
in Toronto. Chartered three years. 
Tax and auditing experience. Box 336, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


POSITION WANTED 
Chartered accountant, age 29, wishes 
to associate with Toronto chartered 
accountant or small firm of chartered 
accountants. Reply Box 337, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


EXCELLENT 
PROFESSIONAL OPPORTUNITY 
For young recently graduated C.A. 
All replies confidential. Apply to Mc- 
Intosh, McVicar & Hinsley, Chartered 
Accountants, 514 Standard Bldg., Van- 

couver, B.C. 
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Sweetness and Light 


of his mind, but as far as we could tell 
no one was ever at home. If he had 
powers of comprehension they lay dor- 
mant, well encased in an impregnable 
wall of daydreams. As far as could be 
gathered, he never had attained a mark 
higher than 25% in any subject in his 
life. When at the end of the year, 
someone told us that Pete was going 
to Canada’s far north with a large fur- 
trading company, our lips said “Au 
revoir’ but our mental reservations 
changed it to “Adieu”, for we fully 
expected that he would slowly freeze 
into the Arctic landscape and be heard 
of no more. 

A few weeks ago we chanced to 
meet one of the other boys from the 
school and to catch up on the news of 
the intervening five years. 

“And did anyone ever hear from 
poor old Pete?”, we asked. 

“You don’t mean Pete Brill? Well, 
you know he went into absolute isola- 
tion near the Arctic Circle for two 
years, and while he was there he had 
to be trader, grocer, lawyer, doctor, 
everything to the Eskimoes. And at 
the end of that time his company sent 
him to school, which they rarely do, 
and he got along famously. He has 
saved $20,000 in four years and now 
has become an expert fur evaluator. 
As a matter of fact, two big American 
companies are after him, but he likes 
the North and thinks he will stay right 
where he is. That guy is really going 
places!” 

Let the psychologists probe this 
phenomenon to their heart’s content. 
We will be satisfied to conclude that it 
just proves the truth of a frequent say- 
ing in the C.I.C.A. office — namely, 
you never can tell the depth of the 
well by the length of the handle on 
the pump! 
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COMMENT AND OPINION 


On to Victoria 


OU in Victoria now preparations 
must be nearly complete for the 
5lst annual meeting of the C.I.C.A. 
which follows immediately after La- 
bour Day. As we write, that day 
seems a long way off, but, if all goes 
according to schedule, you, dear reader, 
should be reading them about mid- 
August, and we hope that they may 
induce you to bethink yourself (if you 
have not already done so) of the 
many delights afforded by the climate 
and scenery of Vancouver Island in 


early September, multiplied as they 
will be by the presence there at that 
time of so many of your professional 
brothers and their ladies. 


Critiques of Corporate Reports 


A committee of the Montreal Board 
of Trade has had a few harsh 
things to say concerning the standard 
of corporate financial reporting in Can- 
ada. Of 55 reports examined by the 
committee only 10 were rated 75% 
adequate in general layout and narra- 
tive, the majority falling in the 60% 
group, and at least one obtained a 
5% mark. The principal faults found 
by the committee were in regard to 
appearance, intelligent explanation of 
events, and comparisons. Some 13 did 
not even comply with the statutory re- 
quirements of the Dominion Compan- 
ies Act while only 12 showed separate- 


ly the items necessary to permit of an 
intelligent analysis of the profit and 
loss statement. Little effort was made 
to interest shareholders in the affairs 
of their company, the committee as- 
serted, and there was a reluctance to 
give information which might be use- 
ful to competitors. Also, they added, 
too much technical language was em- 
ployed in financial reports. 

The committee’s conclusion is inter- 
esting, and coming from so weighty a 
source as the Montreal Board of Trade 
commands respect: 

“It may be claimed”, says the com- 
mittee, “that disclosure of so-called 
property secrets, such as production 
and sale figures, has not hindered the 
growth of U.S. companies, most of 
which provide fairly frequent and lucid 
information to their stockholders and 
public.” 

The subject seems to be a very live 
one in Montreal, for a day or two after 
publication of the above report Mr. 
John A. Wilson, F.C.A., of Toronto, 
discussed the subject of corporate fin- 
ancial reports at a conference in Mon- 
treal of The Institute of Newspaper 
Controllers and Finance Officers. Mr. 
Wilson was less concerned with the 
contents of financial statements than 
with their form. He pointed out that 
the trend towards resplendent bro- 
chures, complete with shiny cover, il- 
lustrated charts, comparative summar- 
ies, and photographs, resulted from 
the desire to influence the opinion of 
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shareholders, bankers, suppliers, cus- 
tomers, employees, union organizers, 
and the public generally. But, says Mr. 
Wilson, many of these elaborate docu- 
ments, aimed as they are in the gen- 
eral direction of everyone, have, in re- 
sult, failed to deal adequately with the 
requirements of any of them. The im- 
portant thing, he says, is to consider 
the special interest of each particular 
group it is desired to reach and tailor 
the report to their specifications. And, 
echoing the report of the Montreal 
Board of Trade, he urges the avoidance 
of complicated statements of financial 
facts. 

“The annual report”, concluded Mr. 
Wilson, “is looked upon by many as 
important in fostering constructive 
public relations for their own corpora- 
tion and for their industry. It is there- 
fore worth considering its distribution 
to other groups of persons in the in- 
terests of a broader public relations 
program.” 

There has been in recent months a 
growing interest in the form and con- 
tent of financial reports, and that in- 
terest will, we believe, continue to 
grow. As the corporate form of pro- 
prietorship expands, the activities of 
corporations become of ever greater 
importance not only to the economy 
but to society itself, and the necessity 
for full and intelligible reporting be- 
comes something more than desirable: 
it becomes essential. 


The Questionnaire 

HE C.1.C.A. committee on recruit- 

ment and training has taken the 
first step in its program to see whether 
training methods of students can be 
improved and recruitment increased. 
Early last month a questionnaire was 
mailed to all students-in-training and 
to those chartered accountants who 
qualified during the past year. Its 
purpose is to obtain a number of facts 
as well as opinions on various aspects 
of the profession and on present meth- 
ods of training as they are experiencing 
them. 


Chartered accountancy to-day is 
faced with increasing demands for its 
services in industry, commerce, and 
finance. If training methods can be 
improved and more students induced 
to enter the profession, practising 
members will be able to do a better 
job in filling other professional ac- 
countants’ demands for well qualified 
men. 


Nearly 3,500 students and around 
450 chartered accountants received the 
questionnaire so that it will take time 
and careful study before any analysis 
of the results of the survey can be 
published. It may be considered, how- 
ever, a move in the right direction and 
indicates that the profession as a whole 
is aware of its responsibilities and anx- 
ious to provide industry with able 
young men. 





To the Members of the C.I.C.A. 


From the President of the B.C. Institute 


B.C. IN 53 


As President of the Institute of Chartered Account- 
ants of British Columbia and also as a resident of Victoria, 
the garden city of Canada, I extend a most hearty wel- 
come to every member of the Canadian Institute of Chart- 
ered Accountants to come to British Columbia for the 
51st Annual Convention of the Canadian Institute. It is 
to be held in Victoria on September 8, 9, and 10 next. Vie- 
toria is famous as a Convention City with its Empress 
Hotel, Parliament Buildings, fine museum, library, and 
Crystal Gardens — one of the largest indoor salt-water 
swimming pools in the world. In addition, September is 
one of our most beautiful months and while in the West 
you can plan to visit other sections of our Province includ- 
ing Canada’s western metropolis, Vancouver, the fertile 
Okanagan and Fraser Valley and the glorious Kootenay 
country or the historic Cariboo. 


We are looking forward to entertaining you in Sep- 
tember. 


G. Fitzpatrick Dunn 





On Supplementing the 
C.A. Course of Instruction 


By W. G. Leonard, F.C.A. 


Only those students who diligently apply themselves 
to their preparation for the profession merit consideration 


| HAS long been a matter of concern 
to some members of our profession 
that a proportion of our students do 
not become sufficiently proficient in re- 
port-writing or other related means of 
self expression. Facility and accuracy in 
the use of words are valuable tools of 
the public accountant. It is alarming 
to realize the extent to which our exam- 
iners find that these tools have eluded 
the grasp of all except our most gifted 
students. An important aim of our edu- 
cational efforts is to produce graduates 
competent to think for themselves, to 
speak effectively, and tc write informa- 
tively. 


The Course’s Purpose 

The Chartered Accountants Course of 
Instruction represents the concerted ef- 
fort of many members of the profession 
to design a good and useful program 
of studies. The first authors of the 
ceurse stated their policy in the follow- 
ing words: ‘Realizing that examinations 
are not an infallible test of knowledge 
or capacity and that examinations might 
be passed by a process of cramming 
which has little educational value .. . 
the courses . . . are to be regarded pri- 
marily not as a means of coaching for 
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an examination but as education for 
the practice of a profession.” (For a 
full statement of the wider aims see 
the paper by W. G. H. Jephcott in 
the November 1949 issue). 

If our students can be persuaded to 
use the courses of instruction in the way 
in which they are intended to be used, 
they will derive considerably more bene- 
fit from their studies than many students 
in fact do obtain. The courses are de- 
signed to provide twenty-six written 
tests for each study year. Students are 
supplied with a list showing the due 
date of each test and are advised that 
each lesson is designed to occupy one 
week of study. Students are urged to 
test their own ability to work all exer- 
cises under self-imposed examination 
conditions so that they may gain that 
self-reliance which is so important as 
a personal qualification for the practice 
of a profession. On application forms, 
which he signs on enrolment, each stu- 
dents subscribes to a written undertak- 
ing to abide by the rules laid down for 
the regular submission of exercises. I 
submit that it is only those students 
who make an honest effort to qualify 
themselves by studying their lessons 
systematically week by week (as they 
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have promised) who merit our consid- 
eration as potential members of the pro- 
fession. I urge all practising members 
to present this point of view vigorously 
to their students. 

Many well-intentioned projects to help 
students pass examinations (presumably 
whether they have studied or not) are 
undertaken from time to time. Some- 
times these remedial measures may prove 
successful and students may be success- 
fully coached over the examination 
hurdles by methods which circumvent 
rather than assist the attempted appraisal 
of their competence. 


What Are We Trying to Accomplish? 


In adopting policies of student train- 
ing, both in our Institutes and in our 
professional offices, we must decide for 
ourselves what we are trying to accomp- 
lish. I suggest that we must find def- 
inite answers to two questions at least. 
(i) Are we trying to select those candi- 
dates who will be a credit to our pro- 
fession? Or we can turn the question 
the other way around. Are we satisfied 
to have our uniform examinations per- 
form their prime function of weeding 
out the incompetents? I submit that a 
passing rate of one hundred per cent 
in the examinations would be an abject 
admission of the failure of the examina- 
tions to perform their proper function. 
(ii) Are members of the profession who 
have undertaken to uphold its standards 
morally justified in assisting the frantic 
endeavours of students who have wil- 
fully short-circuited the formal program 
of studies to pass the examinations even 
though their competence is substand- 
ard? I submit that, if we have 
doubts concerning either the setting or 
the grading of the examinations, our 
remedy as a profession is to take steps 
to improve the selectivity of the exam- 
ination procedure. If we have doubts 
concerning the adequacy of the course 
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of instruction, the proper procedure is 
to take steps to strengthen it, all the 
while supervising our students ade- 
quately and making sure that they con- 
form with the rules which the profes- 
sion has imposed and that they try to 
follow the advice which has been care- 
fully worked out for their assistance. 


The Best Assistance 


The best assistance (from the point 
of view both of the student's self im- 
provement and of the proper training 
for examinations) that any employer can 
render to his students is to offer to sup- 
ervise formally the writing of exercises 
from time to time throughout the year 
as a presiding examiner in order to 
make sure that his students obtain ade- 
quate practice in solving problems under 
actual examination conditions. A plan 
could be adopted of arranging such a 
formal occasion for test-writing approxi- 
mately once a month during the course 
year, say for every third or fouth exer- 
cise. 

If desired this plan could be further 
extended and a later meeting could use- 
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fully be held on the subject matter of 
each exercise which had been written as 
an examination. This could form part 
of the pre-examination review at a time 
when the grades and criticisms have been 
received representing the appraisal of the 
students’ efforts by one of the chartered 
accountant instructors who grade and 
criticise the exercises. In any cases 
where the criticisms or grades are ques- 
tionable, the Director of Accounting 
Courses will be only too pleased to sup- 
ply additional information to students 
on request. It goes without saying that 
the working of exercises with text-books 
open or in consultation with other stu- 
dents is a method devoid of educational 
value and that any grades received as a 
result of these or other kinds of self- 
deception should be ignored as they do 
not yield a student any information 
concerning his own abilities. 

It is only after a student has religious- 
ly complied with the rules laid down 
that he may fairly seek additional assist- 
ance or imply any inadequacy of his 
courses of study as a preparation for 
the writing of examinations. 


Self-Discipline 
No student possessing sufficient nat- 
ural ability and aptitude for the profes- 
sion, who has disciplined himself to 
study systematically week by week and to 


try each exercise under proper examina- 
tion conditions should experience any 
particular difficulties in the actual exam- 
ination room. He will have built up 
in the proper way all the moral and 
mental strength he requires to see him 
safely through the examination ordeal. 
All the required information (and much 
more) is given in the one hundred and 
thirty lessons of the five year course 
plus the prescribed text books. 

If a student wilfully ignores his writ- 
ten promise—given at the time of en- 
rolment — to study systematically week 
by week; if he lacks the moral fibre to 
impose examination conditions on him- 
self; if he develops the mental attitude 
that he will “swot up” for the examina- 
tions in the few weeks preceding them 
and that his lack of a professional atti- 
tude or of a grounding in the funda- 
mentals are matters of minor importance, 
then he always will have trouble with 
the examinations. What is more im- 
portant, if his friends manage to coach 
him in examination writing techniques 
so that he squeaks through instead of be- 
ing rejected (as he should be) he will 
always be a source of weakness rather 
than a source of strength to the profes- 
sion. The mistaken attitudes which he 
has learned from his educational experi- 
ences are likely to persist throughout his 
career. 















ON of the great advantages of being 
a Commonwealth High Commis- 
sioner in Canada is the feeling that in 
speaking one could be sure that his audi- 
ence knew something about one’s own 
country. Let me illustrate by saying that 
I have never had the embarrassment of 
being asked what part of England Aus- 
tralia is in, although I am sometimes ask- 
ed whether New Zealand is part of 
Australia. Not all of my colleagues in 
the Australian diplomatic service are so 
happily placed. My main objective in 
this paper is to discuss the effect of the 
revolutionary changes which have oc- 
curred in the Pacific balance of power 
during the 20th century. I think I may 
safely describe these changes as the prim- 
ary fact of Australia’s international life. 

It is interesting to recall that only 15 
years ago Australia’s relations with those 
countries then called the Far East, but 
which we now recognize to be our near 
North, were conducted from Whitehall, 
England. Not only that, but if an issue 
arose affecting Australia’s interests in 
what we now call Indonesia, or Vietnam, 
or the Philippines, it would be discussed 
by foreign office representatives not at 
Batavia or Saigon or Manila, but at The 
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Hague, Paris, or Washington. Today 
we have our own diplomatic represen- 
tation in all the newly independent 
countries of Southeast Asia as well as 
in Tokyo and the three Commonwealth 
countries of the Indian subcontinent. 
We have troops fighting communism 
in Korea and Malaya; we have sent air 
force squadrons to Malta for Middle 
Eastern defence, and on the economic 
side in concert with Canada and other 
Commonwealth countries, we have con- 
tributed substantial sums to the Co- 
lombo Plan, that great project which 
aims to raise living standards in the 
depressed areas of South and Southeast 
Asia, thereby sterilizing a potential 
breeding ground of communism. 


Australian Nationhood 


To look back to the Australia of 1900, 
I think, is to observe a country of re- 
markable optimism and self-confidence 
in her newly found nationhood. Our 
lines of communication were guaranteed 
by the omnipotence of the Royal Navy, 
and, if after the Russo-Japanese war of 
1905 we had some apprehension of what 
was to come, it was largely neutralized 
by the existence of the Anglo-Japanese 
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security treaty. Then, it was impossible 
to visualize how the invention of the 
internal combustion engine and man’s 
newly acquired mastery of the air 
through flight and radio were to revolu- 
tionize communications during the next 
50 years. I think the tempo of develop- 
ment in communications during the last 
50 years has been so swift that we have 
barely had a chance to analyze the ex- 
tent to which they have affected our way 
of life. I would like to throw out the 
suggestion that the changes which accom- 
panied the industrial revolution of the 
18th and 19th century were no more re- 
volutionary in their effects. Let us try 
to imagine the incredulity with which the 
average Australian of 1900 would have 
greeted a prophecy that in 50 years’ time 
Australia would regard its frontier as ly- 
ing in the jungles of Malaya, where the 
Marxist enemy would receive instructions 
broadcast from Moscow and Peking and 
be reinforced by parachutists flown in 


from Peking. Yet this is exactly the 
situation which we now have to face not 
only in Malaya but in all of those teem- 
ing countries of the north where the 
struggle for men’s minds and territory 
is being fought. 


Immigration Policy 

One important effect of this has been 
to make us aware of the existence of the 
overflowing populations of Asia, not as 
distant and foreign peoples with whom 
we have no concern, but as our neigh- 
bours, people with whom we must earn 
our living and share our bread. I 
would like to quote from an article by 
the present Australian Minister of Ex- 
ternal Affairs, the Rt. Hon. R. G. Casey, 
written for publication in the Indian 
magazine, United Asia, on Australian 
immigration policy, the one _ historic 
source of friction between Australia and 
the peoples of Asia. 


I ask you to consider the develop- 


ment and growth of our immigration 
policy. This arose in the first instance 
not from racial but from economic con- 
ditions in circumstances which I shali 
describe. The original British settlers in 
Australia brought with them what was 
for those times a radical and progressive 
attitude to questions of social organiza- 
tion, such as trade union activity and the 
regulation of wages by the state, not un- 
til then considered subjects for interven- 
tion by government. They introduced, 
too, such political reforms as universal 
suffrage and the secret ballot, before 
these became general in older societies. 
The introduction of these reforms helped 
to create a youthful egalitarian democra- 
cy which guaranteed these rights to its 
citizens and rested upon the general 
homogeneity of this society. These gains 
were felt to be threatened by the intro- 
duction of cheap labour to whom these 
principles were foreign. As it happened 
such labour at that time came from 
China and from the adjacent Melanesian 
and Polynesian territories. It was feared 
by Australians that this could be used by 
employers to break down welcome gains 
in living and working conditions, gains 
which had been won with difficulty and 
which were in many respects in advance 
of conditions practically anywhere else 
in the world. In addition islanders 
brought to Queensland, in North Eastern 
Australia, for the sugar industry were 
forced to work and live in primitive con- 
ditions which most Australians objected 
to on sheer humanitarian grounds. 
Australians justifiably regarded this im- 
migrant labour force as a threat to the 
improved living and working conditions 
that had been achieved. For these rea- 
sons, at the time of Federation in 1901, 
public opinion forced the Australian 
Government to adopt a restrictive im- 
migration policy to protect the com- 
munity against these earlier abuses. The 
motives behind the original application 
of this policy would I feel be supported 
by many Asian countries, since the ex- 
port in effect of cheap labour would now 
be considered inconsistent with the dig- 
nity of a great country and the respect 
appropriate to an_ individual whose 
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labour should not be reckoned as a com- 

modity. 

In 1953 no responsible Australian 
would any more dream of drawing at- 
tention to differences in colour between 
himself and his neighbours than would 
a Canadian, for instance, dream of re- 
ferring to a Virginian as a Yankee. Un- 
fortunately, old misunderstandings per- 
sist in areas where the communist prop- 
agandist has an interest in keeping 
them alive, and our position is consist- 
ently misrepresented in countries which 
in fact apply immigration policies al- 
most identical to our own. Misunder- 
standings like this, which are the legacy 
of a totally different age, confront us 
with many problems in gaining the con- 
fidence and respect of our Asian neigh- 
bours. However, as I have already in- 
dicated, we are taking every possible 
step to remove these obstacles by in- 
creasing our diplomatic representation, 
by lending assistance through the 
Colombo Plan, and by participating to 
the greatest possible extent in the 
economic life of Southern and Eastern 
Asia and the Pacific. 


Colombo Plan 


In another recent statement Mr. 
Casey summarized what Australia had 
in fact contributed through Colombo 
Plan aid. He said, “In Australia we 
have gone to some considerable trouble 
to ensure that there will be no over- 
lapping or duplication in respect of our 
aid, under a variety of headings to 
South and South-East Asia under the 
Colombo Plan. We have sent con- 
siderable quantities of wheat and flour 
where they were most urgently needed. 
We have sent a considerable number of 
tractors, pumps, and other agricultural 
and farm equipment. We have sent 
electrical equipment on a considerable 
scale where it has been particularly re- 
quired. We have trained in Australia 
between 100 and 200 selected individ- 
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uals from Colombo Plan countries, and 
have sent 40 or 50 Australian experts 
to those countries. We have so far 
allocated £10 millions for capital as- 
sistance in each of the first three years 
of the plan and an additional sum for 
technical aid. 

We have our own particular respon- 
sibilities, one of the most important of 
which is the administration of the large 
mandated territory of New Guinea and 
Papua. We have spent large sums in 
improving the health of the very fine 
Papuan native peoples, who are being 
encouraged to take as much responsi- 
bility as possible for their own affairs. 
We have other responsibilties as a 
member with five other countries of the 
South Pacific Commission, a body 
raised specifically to study means of 
improving the economic and social con- 
ditions of the backward peoples of the 
Pacific islands. In 1951-52 the ad- 
ministration of Papua and New Guinea 
cost the Australian Government £5,- 
552,439, and our contribution to the 
South Pacific Commission was £49,775. 


Key Position of New Guinea 


Of course our interest in these neigh- 
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bouring isles is one of great compulsion. 
If it is important to us that we should 
be on the most friendly possible terms 
with our neighbours in Southeast Asia, 
then it is absolutely vital that New 
Guinea and the neighbouring isles of the 
Pacific should never fall into hostile 
hands. New Guinea lies athwart our 
communications with the world. Canada, 
whose eyes I have noticed turning more 
and more to the North in recent years, 
may come to share similar apprehensions 
to ours if ever a threat should develop 
that might place Greenland in unfriendly 
hands. Few people seem to be familiar 
with the historic relations of Australia 
and New Guinea. Our first fears were 
aroused in 1883 when German forces 
landed on what is now the Australian 
mandated territory of New Guinea. The 
Government of the Colony of Queens- 
land was instantly moved to action and 
occupied Papua, the south-eastern quarter 
of the island, eventually forcing the 
Imperial Government to recognize the 
acquisition of Papua in 1884. In 1914, 
Australian troops fought and _ over- 
whelmed the German garrison in north 
eastern New Guinea, but not before 
German raiders based in New Guinea 
had sunk some of our shipping. At the 
Paris peace settlement, control of Ger- 
man New Guinea was the principal 
Australian claim. You will all be fam- 
iliar with the broad outline of the New 
Guinea campaign, which was one of the 
most protracted and bloodiest of the en- 
tire Pacific War. As Australian Minister 
for the Army at the time, I had to face 
the very definite possibility that our 
gallant troops would be driven into the 
sea. Fortunately, we were able to hold 
a line north of Port Moresby, and Amer- 
ican naval victories paved the way for 
our final success. Having escaped once 
from such a near calamity, we now view 
with concern any possibility of a change 
in the status of Dutch New Guinea, for 
we have always enjoyed very friendly re- 


lations with the present capable adminis- 
tration. 

As Australian High Commissioner, I 
have never been diffident about stressing 
the importance of my own country as 
a vital link in the security of the free 
world, and I was pleased to read in a 
recent copy of the London Economist 
that that eminent journal confirms my 
view. This view was also learned dur- 
ing the recent Pacific war by the United 
States when our great American friend 
and ally experienced at first hand the 
great capacity of Australia and New 
Zealand to defend themselves and at the 
same time to feed and equip large armies 
and service large navies and air forces. 
Between us, Australia and New Zealand 
had at one stage more than a million 
men in the field. Through immigration 
and natural causes, our own population 
has increased by more than a millon since 
those days, and now stands at 8,700,000. 


Australia’s Economy 


I have invariably found that Canadians 
take a very keen interest in the Australian 
economy. You all know of course that 
we have over 110 million of the world’s 
finest wool producing sheep, and supply 
nearly 40% of the world’s wool. We 
also bow only to Canada and the U.S.A. 
as a surplus wheat exporting country, and 
our exports include a great deal of meat, 
dairy produce, fresh, dried and canned 
fruits, wine and other agricultural pro- 
ducts. Our overseas trade produces 
about one-fifth of our national income, 
which is roughly the same proportion as 
in Canada, but we are more vulnerable 
to fluctuations in the world demand be- 
cause of the pre-eminence of wool 
amongst our exports. Let me cite an 
example. In 1949-50, we exported goods 
valued at $1363 million. In 1950-51, 
as a result of the wool boom which fol- 
lowed the outbreak of war in Korea, the 
value of our exports rose to the very 
high level of $2232 million. The next 
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year they fell to $1500 million at which 
level they seem relatively stable, so long 
as wool remains in satisfactory demand. 


I think that most of you can under- 
stand the inevitable effects which the 
boom year of 1950-51 had on the Aus- 
tralian economy, which were just like 
giving every man, woman and child an 
extra $100 each to spend. The inflation- 
ary pressure produced by this excess of 
spending power led to a serious drain on 
our foreign exchange reserves, and many 
of you will remember the quite drastic 
measures adopted by the Australian Gov- 
ernment early last year to check this out- 
flow. I am happy to be able to report 
that this situation is now well in hand. 


Our trade relations with Canada are, 
of course, governed by our membership 
of the sterling area, but the recent visit 
to Ottawa and Washington of the British 
Chancellor of the Exchequer, the Rt. 
Hon. R. A. Butler, has given confidence 
that sterling is again achieving sufficient 
strength to enable it to exchange freely 
even with your very hard Canadian 
dollar. For Australia and Canada, ster- 
ling convertibility will mean a lot. Dur- 
ing the last two years and in spite of 
import restrictions, we have taken your 
lumber products, newsprint, tinplate, 
aluminium, automobiles, and other com- 
modities to the tune of $50 million per 
annum. Future possibilities are great. 
The Australian housewife has not for- 
gotten her predilection for B.C. salmon. 
On our part, we contemplate a share in 
providing Canada’s rapidly growing pop- 
ulation with increasing quantities of 
sugar, wool, dried fruits, wines and other 
of our products which have always found 
ready markets here. 


Development of Secondary Industries 


There is sometimes a tendency to 
think of Australia as almost exclusively 
a primary producing country, but during 
the present century the development of 


manufacturing industries, both heavy and 
light, accelerated by the needs of Aus- 
tralia’s effort in two great wars, has 
now reached a stage at which such in- 
dustries account for more than 40% of 
the Australian national income. It may 
interest you to know that for many years 
Australia has produced the world’s 
cheapest steel. Our steel production is 
at present running at the rate of nearly 
two million tons a year, and is expected 
to rise by perhaps half a million tons 
per annum in the next five years. Dur- 
ing the recent war, we developed a large 
number of new industries which are of 
great importance not only to the Aus- 
tralian economy but to Australian de- 
fence. They range from optical glass to 
aircraft and include such diverse manu- 
factures as plastics, surgical instruments, 
and many kinds of machine tools. The 
Government is co-operating actively with 
industry in attempting to ensure that 
this balanced economy will be preserved 
on a basis of stable production during 
the coming years. 


Population 


If Australia is to maintain permanent- 
ly the degree of industrialization which 
she has achieved, she must greatly in- 
crease her population. The consensus 
among experts is that Australia could 
more than treble her present population 
without risking any decline in living 
standards. The Australian Government 
is pursuing an active immigration policy 
under which we hope to acquire many 
hundreds of thousands of new citizens 
in the next few years. 


Consideration of defence, as well as 
economics, make it imperative to increase 
the number of Australians because the 
people of my country remember that they 
have an area of three million square 
miles and a population of 8,700,000, 
and a coastline of 12,210 miles in the 
South Pacific and Indian Oceans. They 
also realize that half the population of 
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the world, or approximately 1,200 mil- 
lion people, live between the north of 
Australia and the north of China. The 
world’s population is increasing at the 
rate of 20 million a year, or, in other 
words, because of this natural increase in 
the world’s population, at least an im- 
portant additional country’s population 
is added every year and must be fed. 
This can be done only by favoured coun- 
tries like Canada and Australia which 
have the natural resources to feed not 
only their own growing populations but 
the peoples of less favoured nations of 
the world. 


Importance of 
Pacific to North America 
I turn from the particular subject of 
my own country to the general question 
of the importance of the Pacific to North 
America, which I think can be judged 
from the fact that almost 70 years before 
an American Congress refused to ratify 


participation of the United States in the 
League of Nations, which was largely a 
European body, an American warship 
had actually forced the opening of Japan 


to world trade. Also, it must be re- 
membered that the only real threat 
which has yet occurred to North Amer- 
ican security was symbolized in the at- 
tack on Pearl Harbour. Two facts I 
think are leading to a view that the 
Pacific is now the focal point of world 
strategy. The outstanding progress 
which has been made in developing the 
North Atlantic Treaty Organization has 
perhaps removed even from the Kremlin 
any doubts that may have existed about 
the ability of Western Europe to defend 
itself. On the other hand, any relaxation 
of vigilance on the part of the free 
nations in the Pacific would merely in- 
duce the Communists to fill the vacuum, 
as our Korean experience has shown. 

I think that the total Asian popula- 
tion, which has relatively direct access 
to the Pacific, numbers something like 


1,200 million, of whom some 600 mil- 
lions are already under Communist 
domination. Against such a mass, the 
11 million souls mustered by Australia 
and New Zealand do not appear con- 
siderable, but if population were the 
only criterion, even the 160 million of 
the United States would not be decisive. 
But population is, of course, only one of 
many strategic factors and the advantage 
which we share with North America is 
that our population is homogeneous and 
united, and as I have shown, we, and I 
take the liberty of speaking for New 
Zealand too, are capable of organizing 
our productive capacity in the interests 
of the free world without the serious fear 
of sabotage which dogs the efforts of 
every other government in this part of 
the world. 


Importance of 
Australia to the Pacific 


Therefore, geopolitically, I would say 
that Australia is the key to the strategy 
of the South Pacific. Australia is also 
the key to the defence of the Common- 
wealth in this area. As most of you will 
know, Australia entered into a mutual 
security treaty with the United States at 
the time of the signing of the Japanese 
Peace Treaty and this treaty, known as 
the Anzus Pact, came into force last year. 
For us, some such guarantee was essen- 
tial. 

The Australian Minister for External 
Affairs, Mr. Casey, in discussing the 
Japanese Peace Treaty before Parliament, 
put the present day position very well 
when he said: 

We in Australia . . . cannot avoid 
some doubts at the prospect of Japan 
being restored to the family of nations 
without certain controls over its conduct 
in the future. We are not convinced 
that democracy has taken firm root in 
Japan; we are not sure that the Japanese 
can be fully trusted to steer a course in 
the future away from the aggressive 
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military and economic policies that have 

threatened our very existence in the past. 

However, as Mr. Casey went on to say, 
Australia has had to approach this prob- 
lem realistically. Whatever the future 
may hold, “the simple fact is that, as 
things are today, Japan is quite incap- 
able of threatening anybody — indeed 
they are incapable of defending them- 
selves”. On the other hand, there is a 
much more pressing and immediate 
danger than Japan is likely to be for 
many years to come. That is the pres- 
sure in one form or another from Com- 
munist aggression. The immediate pur- 
pose of any treaty must, therefore, be to 
prevent the Japanese from falling under 
Communist domination, thus adding 
their great industrial resources to the al- 
ready existing Communist threat to the 
democracies of South and Southeast Asia. 
The Anzus Pact offers protection against 
such a contingency. But this treaty with 
the United States does not involve any 
weakening of our traditional loyalty to 
the British Commonwealth. 


Long-Range Weapons Project 

In addition to our commitments to 
Malayan and Middle East defence, Aus- 
tralia has become the centre of the Com- 
monwealth long-range weapons project 
and many will recall that the explosion 
of the first Commonwealth atomic bomb, 
which was observed by Dr. Solandt and 
other Canadian scientists, took place at 
the Montebello Islands, which lie off the 
west coast of Australia. Our loyalty to 
the Commonwealth is ingrained so deep- 
ly in the Australian character that I think 
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most Australians were shocked by recent 
and irresponsible suggestions that the ex- 
clusion of the United Kingdom from at- 
tending the first meeting of the Anzus 
Security Council implied a weakening of 
our loyalty to the Commonwealth. Noth- 
ing could be farther from the truth. The 
sad fact is that developments of the last 
50 years have deprived the Common- 
wealth of a good deal of its ability to 
defend itself. We have all been obliged 
to seek wider alliances: Canada and the 
U.K. in NATO; Australia and New Zea- 
land in the Anzus Pact. But with us, as 
with Canada, the Commonwealth remains 
a real and abiding source of confidence 
and inspiration. The Commonwealth is 
the first coalition of independent nations 
in the world’s history ever to have sur- 
vived an ordeal of similar intensity to 
that of the last 40 years. The real proof 
of our strength lies in the fact that 
where other coalitions have fallen apart 
we have come closer together, and in 
doing so, we have provided an example 
for the free Christian world which may 
well prove decisive in the difficult years 
that lie ahead. 

In conclusion, I wish to stress that 
Canada and Australia are free and in- 
dependent partners in the Common- 
wealth of Nations. Furthermore, they 
are the two main Dominion pivots on 
which the Commonwealth of Nations 
rests. The two greatest factors operating 
for the implementation of a just and 
equitable world peace are the British 
Commonwealth on the one hand and the 
great United States democracy on the 
other hand. 












Foreign Exchange 





7" THAT mythical person, the man 
in the street — although he has a 
surprising amount of knowledge about 
the world, the flesh, the devil and many 
other things—it is pretty safe to say that 
foreign exchange is a complete mystery. 
This may be due, in part, to the pro- 
pensity of those who deal in foreign ex- 
change to make a relatively simple mat- 
ter complicated by making a liberal use 
of technical terms when discussing ex- 
change transactions or when talking 
shop. This, however, is a technique of 
self-promotion which is not unknown to 
other professions. Even to many men 
of business and those of the related pro- 
fessions foreign exchange is almost a 
closed book. Yet sooner or later we all 
find ourselves involved in some kind 
of exchange transaction, however small, 
if it is only to provide ourselves with 
the appropriate kind of money for tra- 
velling or to send a money gift to friends 
abroad. Moreover the rate of exchange 
is something which directly or indirect- 
ly affects everybody, for if we do not 
actually engage in foreign trade, we all 
of necessity buy commodities or articles 
which are imported and in which the 
rate of exchange is one factor in the 
price. 
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Foreign Exchange: What Is It? 

Foreign exchange is a term which not 
only lawyers but even lexicographers 
and encyclopedists find some difficulty 
in defining. I mention lawyers because 
our own Department of Justice found it 
incapable of precise definition when 
drafting the Foreign Exchange Control 
Act. A well known cambist however 
defines foreign exchange as the system 
by which one country clears its financial 
transactions with other countries. Using 
this definition as a starting point, we can 
find out something of the importance 
of exchange business affecting Canada 
by looking at the magnitude of the ac- 
counts to be settled between Canada and 
the rest of the world. The balance of 
international payments figures which are 
compiled by the Dominion Bureau of 
Statistics provide a statement, built up 
from the best statistical information 
available, of the annual score in Canada 
versus the world. They show the gross 
amounts received and the gross payments 
made by residents of this country. 


The Score in 1951 
Unfortunately the balance of payment 
figures for last year have not yet been 
published, but glancing at those for 1951 



















a -: cece ze ee he ee a. Oe 








it will be found we received from other 
- countries almost $4 billion for goods 
we exported, more than $300 million for 
freight and shipping, nearly $300 mil- 
lion from tourists, more than $100 mil- 
lion for interest and dividends and $600 
million for various other services, bring- 
ing the receipts on current account to 
more than $5.3 billion. On the other 
side of the ledger, we spent $4.1 bil- 
lion for goods, paid interest and divi- 
dends in excess of $400 million and 
more than $300 million for freight and 
shipping and spent nearly $300 million 
travelling abroad. Altogether we spent 
on current account $5.8 billion. These 
current account items represent what you 
might call day-to-day business. In ad- 
dition we received from other countries 
over $800 million for direct and port- 
folio investments and other kinds of 
capital transfers and ourselves transfer- 
red capital abroad to the extent of al- 
most $300 million. Throwing current 
and capital together our receipts were 
$6,166 million and our expenditures 
$6,127 million. In passing it may be 
said that the relatively small excess re- 
ceipts went to increase our official re- 
serves which, if we regard the balance 
of payments in the light of an annual 
statement of cash receipts and disburse- 
ments, are analogous, in an international 
way, to cash on hand and at bankers. 


Now those Canadians — individuals, 
firms and corporations who supplied 
the goods or performed the services or 
sold the securities making up the total 
of the $6 billion-odd, needed ultimately 
to receive payment in Canadian dollars, 
the kind of money they need to pay for 
ordinary costs, wages, rent, taxes, and 
the like, and in which they hope to 
make a profit. Some may have relieved 
themselves of exchange worries by in- 
voicing in Canadian dollars. Many, how- 
ever, will have invoiced in some other 
currency as a matter of convenience to 
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their customers and following a recog- 
nized pattern in their own particular 
trade. But, manifestly, they did so with 
the intention of converting the currency 
in which payment was made into Cana- 
dian dollars as soon as received. 


Similarly, the non-resident persons 
who supplied Canada with goods and 
services must ultimately, irrespective of 
the currency in which they render their 
accounts, receive the kind of money they 
use in their own country. 

Thus business between Canada and the 
rest of the world in 1951 necessitated 
the conversion of more than $6 billion- 
odd Canadian into foreign exchange and 
the conversion of foreign currency worth 
more than $6 billion into Canadian 
funds. One would not be far out in 
saying that this meant exchange busi- 
ness to the tune of $12 billion gross to 
be done since, while parent-subsidiary 
relationships might permit of a modicum 
of business being offset at arbitrarily 
agreed rates, in the main the two sides 
of the balance sheet would involve dif- 
ferent sets of people. Partly depending 
on the manner in which the accounts 
were rendered in either direction the 
business would have been shared by the 
exchange departments of banks in the 
various national financial centres con- 
cerned. But a very large part would 
have been executed in this country 
either directly or as a result of profes- 
sional inter-market transactions. Un- 
doubtedly at the present time the bulk 
of those exchange operations which in- 
volve as one element the Canadian dol- 
lar are being executed right here in 
Canada. 


Some Recent History 


I should like to digress for a few 
minutes to give a little more recent his- 
torical background to my subject. 

Before the Second World War there 
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was a free market in foreign exchange 
in Canada. With the outbreak of war 
in September 1939, in order to prevent 
panic movements of capital from Cana- 
da and to mobilize the country’s hold- 
ings of foreign exchange for use in the 
national interest and for the full prosecu- 
tion of the war, the Canadian Govern- 
ment introduced a system of foreign ex- 
change control. The free exchange mar- 
ket disappeared overnight and through- 
out the war and in the immediate post- 
war period, a system of fixed official 
rates was in force. All residents of 
Canada were required, under the regu- 
lations, to declare and offer for sale 
to the Board at official rates their re- 
cepits of foreign exchange, on the one 
hand, and, on the other, to obtain a 
permit for all payments to non-residents 
whether in the form of foreign exchange 
or in Canadian dollars. To enable com- 
merce to proceed with a minimum of 
inconvenience broad general powers 
were given to the chartered banks who 
acted as authorized dealers of the Board 
to approve applications for permits re- 
lating to imports and essential services, 
such as freight and insurance, and to 
supply the required foreign currency. 
Under the regime of fixed rates the 
banks turned over to the Board daily 
their gross receipts of foreign exchange 
and drew down from the Board daily 
their gross disbursements. Thus there 
was an accounting to the Board for every 
cent of foreign exchange. 


Manifestly, under this system the 
Board’s holdings of U.S. dollars—which 
together with holdings of gold form the 
official reserves—increased when receipts 
were greater than expenditures and de- 
creased when the country was spending 
abroad more than it received. There 
were wide swings in the level of the re- 
serves from year to year. For example 
at the end of 1945 the official reserves 
were just over $11/, billion. In 1947 
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there were very heavy outward payments 
and by the end of the year they were 
only slightly more than $500 million. 
By the end of 1949 they had recovered 
to almost $1 billion. 


During the first nine months of 1951 
there was a swelling tide of capital 
into Canada, partly for serious invest- 
ment but partly speculative. The official 
reserves were surging upwards and the 
influx was on such a scale as to give 
rise to fears that the continued use of 
government funds to absorb the foreign 
exchange offered might have serious in- 
flationary implications. On September 
30th, 1950, the Minister of Finance ac- 
cordingly announced that it had been 
decided to withdraw the official rates, 
to permit the banks and other agents of 
the Foreign Exchange Control Board to 
deal in foreign exchange as principals, 
and allow “rates of exchange to be deter- 
mined by the conditions of supply and 
demand for foreign currencies in Can- 
ada”. Thus, after a lapse of eleven 
years, instead of the government taking 
on all comers at fixed arbitrary rates, 
flexibility returned to exchange quota- 
tions and the market between banks was 
reinstituted in much the same form as 
it existed prewar. 

For a while residents were still re- 
quired to deal with authorized dealers, 
to surrender their exchange receipts and 
obtain permits for the transfer of funds 
to non-residents. The market cannot, 
therefore, be regarded as entirely freed 
until December 1951 when the exchange 
restrictions were lifted. Since then resi- 
dents of Canada have been at liberty 
to do what they please in the exchange 
field. They may hold exchange or en- 
ter into buying or selling transactions 
with anyone, resident or non-resident. 
With the passing of The Currency, Mint 
and Exchange Fund Act, effective 15th 
October last year, the FECB disappeared 
entirely. 
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How the Foreign 
Exchange Market Works 

So much for the past. Let us return 
to the present. How does the foreign 
exchange system as now organized work? 
What is meant by “the market’? What 
is the mechanism’ by which the rate of 
exchange is determined under conditions 
of supply and demand? 

In dealing with an ordinary com- 
modity you have a manufacturer or pro- 
ducer who distributes his product 
through the medium of wholesalers and 
retailers. In foreign exchange you may 
regard the branch banks and, to a limited 
extent, the post office and express com- 
panies as retailers and the banks’ head 
offices as wholesalers. But there is no 
producer as such in the sense of there 
being anyone whose business it is to 
manufacture exchange. In fact, the busi- 
ness, both supply and demand, origin- 
ates at the retail level. The retailer not 
only sells to but buys from the general 
public. The exporter who receives pay- 
ment in a foreign currency for his goods, 
the person who receives a dividend on a 
foreign investment, the hotel propri- 
etor who has accepted payment from his 
guests in foreign currency or travellers 
cheques, all go to the branch bank to 
sell their exchange for Canadian dollars. 
The importer who needs to make a re- 
mittance in foreign currency, the intend- 
ing traveller who wishes to obtain 
foreign funds to spend abroad, the immi- 
grant who wishes to send some money 
to the old folks at home, all go to the 
branch bank to buy their foreign ex- 
change. 

The branch banks —the retailers — 
make their quotations and conduct their 
operations on rates which they receive 
from their head offices—the wholesal- 
ers. Every day the head offices despatch 
by mail to all their branches—usually 
through a central branch which services 
a district—a list of rates which are to 


be applied to purchases and sales of ex- 
change. Since these lists cannot reach 
branches until the morning after they 
are despatched, at the earliest, by which 
time the rates are, so to speak, stale, 
limits of, say, a few thousand dollars 
are set on the amounts for which they 
may be used. The rates appearing on 
the lists are considered to be held good 
until the next bulletin or some other 
form of notification of change is re- 
ceived. When the branch is confronted 
with a transaction in excess of the limits 
set it must, before making a firm quota- 
tion to the customer, obtain a fresh, up- 
to-date rate from head office by tele- 
gtaph or telephone. The main offices of 
the banks in the larger cities and those 
branches which have important foreign 
exchange business, in addition to the 
daily mailed list, are probably serviced 
in respect of the major exchanges by 
their head offices from time to time by 
telegraph or telephone as rate changes 
occur. If so, they would normally be 
given considerably larger limits for 
these currencies than those which apply 
to the ordinary mailed bulletin. 


An Illustration 


What happens when the branches 
make purchases or sales of foreign ex- 
change? Suppose, for instance, that a 
branch bank using the most recent quota- 
tion received from its head office buys a 
cheque on the United States for $10,000 
U.S. at the rate of, shall we say, 98 
cents to the dollar. To make it easy let 
us forget for the moment any question 
of profit, although I am told that not 
all of the banks are prepared to work 
for nothing. The customer having ac- 
cepted the quotation the branch bank 
credits his account with $9,800 Cana- 
dian. It sends the cheques direct to the 
correspondent bank or agency in the 
United States, probably in New York, 
for credit of the face amount of $10,000 
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U.S. to the account conducted in the 
name of its head office. It debits its 
head office with $9,800 Canadian. Con- 
trariwise let us suppose that another 
branch of the bank sells a draft for 
$10,000 U.S. to a customer at a rate of 
98 cents to the dollar. It takes its 
customer’s cheque or debits his account 
with $9,800 Canadian and delivers to 
the customer its draft drawn in the 
amount of $10,000 on the account 
which its head office carries with a cor- 
respondent bank or agency in, say, New 
York City. It credits its head office 
$9,800. When the entries for these two 
transactions reach head office they will 
be respectively debited and credited to 
the New York bank or agency account 
in the head office ledgers. The ledgers 
in which the foreign currency accounts 
with correspondents outside Canada are 
carried are ruled with six columns, all 
postings being made in both the foreign 
currency amount and the Canadian dol- 
lar equivalent. It will be noted that, 
when these two transactions are com- 
pleted, the foreign currency assets of the 
bank will neither have been increased or 
decreased. It is very satisfactory from 
the point of view of the head office for 
sales made by branches to be in ap- 
proximate balance with branch purchases. 
Because, although they may be regarded 
as wholesalers of exchange, the head 
offices, in the ordinary course of events, 
do not carry inventories of exchange be- 
yond what is required as normal work- 
ing balances with correspondents. There 
are two reasons for this: first of all, be- 
cause the carrying of inventories would 
put them in a speculative position with 
regard to the rate and secondly, it would 


tie up funds which the banks can prob- 


ably use more profitably elsewhere in 
their business. Working balances, of 
course, have to be adequate enough to 
allow for differences in the time various 
items are in transit. For example, if in 


the cases I have mentioned the item pur- 
chased had been a cheque and the sale 
had been in the form of a telegraphic 
transfer, payment of the latter might oc- 
cur several days before the proceeds of 
the former were collected. 


There is a constant flow of trans- 
actions from branches to head office, 
executed in part on mailed rates, but 
mostly on special rates obtained for im- 
portant amounts. 


The Foreign Exchange Market 


What happens when the operations of 
the branches result in the head office ac- 
cumulating a surplus of exchange, on 
the one hand, or being oversold, on the 
other? This is where what is generally 
known by the term “exchange market” 
comes in. An organized exchange mar- 
ket is the means by which those banks 
with surpluses supply those banks which 
have deficiencies. Just how is the 
foreign exchange market organized? 
There are many types of markets in this 
world. For instance, in the investment 
world there are the stock markets and 
the bond market. The stock market 
conducts business in a large building 
where brokers congregate to execute buy- 
ing and selling orders for their clients. 
The bond market has no building and 
no brokers. The dealers do business 
directly with one another by tele- 
phone. The foreign exchange market 
differs from both of these in that, while 
it has brokers, it has no building or 
general meeting place. 


In prewar days the exchange broker 
was a private individual or firm who 
brought buyers and sellers together in 
consideration of a small percentage fee 
or brokerage. In Canada the brokers 
dealt only between banks. To set up in 
business they needed only office space 
and telephone equipment. When for- 
eign exchange business was active the 
number of brokers tended to increase. 
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When it was dull they had to drop out 
of business or starve. When the ex- 
change market was reinstituted in Oc- 
tober 1950 the banks decided that they 
did not want a return of prewar con- 
ditions which were regarded as unsatis- 
factory. With only twelve banks—the 
ten chartered banks, the Montreal City 
& District Savings Bank and the Bank of 
Canada—in the market one broker, with 
assistance if necessary, in each city could 
adequately handle the business in Mont- 
real and Toronto—the exchange centres. 
They, therefore, decided to set up a 
broker themselves in each of these cities, 
provide him with an office, and pay him 
a decent wage instead of leaving his 
emolument to the vagaries of brokerage. 


What is the advantage in having bro- 
kers as against operating in the same 
manner as the bond dealers? The ad- 
vantages are two. First, it is much more 
convenient to deal with one broker 
rather than to have to get in touch direct- 
ly with all the other banks. Telephon- 
ing is cut to a fraction of what it would 
otherwise be. Secondly, there is the ad- 
vantage of anonymity. The function of 
the broker is merely to act as an inter- 
mediary in bringing buyer and seller to- 
gether. He does not act as principal 
and neither the foreign exchange which 
is sold nor the Canadian dollar equiva- 
lent which is paid therefor passes 
through his hands. 

Most, if not all, of the banks’ foreign 
departments have their own direct tele- 
phone line into the broker's office. If a 
bank has surplus exchange to sell, the 
foreign department trader calls the bro- 
ker on the telephone and, in the jargon 
of the trade, “offers” a stated amount 
at a certain price. In all probability the 
trader offers only a portion of the 
amount he has available as he would 
not wish to show his hand to the mar- 
ket. If, for instance, he has a surplus 
of, say, $1 million U.S., he might offer 


a block of $250,000 as a starter. The 
price at which he makes his offer would 
be at or near the rate at which the last 
deal was done. To illustrate, suppose 
the last transaction in U.S. dollars was 
at 98 cents. The bank trader might put 
a price of 981/32 cents on his offer. 
The broker then proceeds to call the 
other banks in turn and indicate that he 
has a seller of $250,000 at 98 1/32. He 
does not disclose the name of the poten- 
tial seller. Perhaps the first two banks 
called say they are not interested. The 
third might say that they could use 
the dollars but they think the price too 
high and could only pay 97 15/16—or 
to use the market jargon again, that 
they could “bid” only 9715/16. This 
bid the broker would advise to the ori- 
ginal principal who, shall we say, de- 
clines to reduce his price. Perhaps the 
fourth bank contacted might say that so 
far from buying they themselves would 
be prepared to sell $250,000 U.S. at 98. 
Finally, perhaps a buyer is found who 
indicates he will pay 97 31/32 and if 
one or other of the two sellers accepts 
this price, a deal is arranged. 


So far no names have been mentioned 
but as soon as the transaction has been 
fixed the broker discloses the names of 
the principals to each other. He follows 
this up by sending a slip confirming the 
deal. From then on the two principals 
settle with each other direct, one deliv- 
ering the exchange and the other the 
equivalent Canadian dollars. 


Effect of 
Supply and Demand on Rate 

As soon as a deal has been arranged 
it is the practice of the broker to advise 
all the other banks participating in the 
market that exchange has changed hands 
at the rate agreed upon. He may also 
state on enquiry, or perhaps voluntarily, 
the size of the transaction but he does 
not give any indication to the other 
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banks of the names of the two banks in- 
volved. Except to the principals the 
business is anonymous. And so the 
broker goes on throughout the day, re- 
ceiving bids and offers from the different 
banks and bringing them together at 
varying rates. One deal frequently 
touches off others as some banks with 
surpluses to dispose of and others with 
deficiencies to cover may stand off wait- 
ing for a rate to crystallize, meanwhile 
hoping that the market will turn in their 
own particular favour. Needless to say 
if there are more sellers than buyers— 
or more correctly if the volume offered 
for sale is heavier than the apparent de- 
mand—the rate for the foreign currency 
will tend to weaken and if demand is 
more insistent than supply, the rate will 
tend to strengthen. However, banks may 
be holding a number of orders to fill if 
the rate reaches certain levels, and as the 
rate declines it may attract new buyers 
and as it rises it is likely to bring in new 
sellers. Thus, while in a free market the 
rate of exchange is determined by con- 
ditions of supply and demand, it is also 
the case that to some extent supply and 
demand are determined by the rate of 
exchange itself. This, it seems to me, is 
all to the good as the fact that each acts 
upon the other exerts a steadying influ- 
ence on the movement of the rate. 


Dealings between banks are heaviest 
and the brokers are busiest in those 
periods when the rate is exhibiting tend- 
encies to fluctuate rather frequently. In 
such times the market has an air of un- 
certainty and traders hesitate to remain 
in an overbought or oversold position for 
a minute longer than is necessary. As 
soon as they accumulate a surplus from 
the operations of their branches they dis- 
pose of it in the market and as fast as 
their branches make sales they buy the 
exchange in. As we say, they run for 
cover. Thus a bank may be a seller in 
the market at one moment and a buyer 


the next. But when the rate has the ap- 
pearance of being steady the traders are 
less inclined to resort immediately to the 
market to undo transactions. For ex- 
ample, a trader who has purchased 
through one branch $500,000 U.S. from, 
say, a pulp and paper company will, if 
the rate looks steady, hold on to it until 
later in the day in the hope that other 
branches may require all or part to satis- 
fy demands from, say, cotton or coal or 
other importers. At all times the bank 
traders are able to “marry off’, as we 
say, a large number of transactions but 
do more during those times when there 
is a minimum of fluctuation in the rate. 
The volume which changes hands through 
the broker, therefore, represents only a 
portion of the exchange turnover of the 
banks. 


Trading in Sterling 
and Other Foreign Currencies 

So far‘ precise mention has been made 
only of market trading in United States 
dollars. Is this the only currency in 
which banks deal with each other through 
the medium of the brokers? No, al- 
though it is easily the most active. There 
is a fair volume of business in sterling. 
But this is a considerably more difficult 
exchange to trade in for sterling not only 
fluctuates against the Canadian dollar it 
also fluctuates, within a range of about 
114%, with the U.S. dollar. This widens 
the possibilities for “arbitrage”, a word 
the dictionary defines as “taking advan- 
tage of different prices in other markets’. 

As an example, let us say, a grain 
house has £100,000 of grain bills to sell 
and suppose the best bid which can be 
obtained for sterling through the broker 
in Montreal against Canadian dollars is 
2.76. Let us suppose also that United 
States dollars can be sold at 98 cents. 
Now the bank traders keep closely in 
touch with quotations in other centres 
and let us suppose that sterling can be 












. at 2.8134. 
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sold in New York against U.S. dollars 
A rapid calculation will 
show that by selling in New York at 
2.8134, and then disposing of the re- 
sultant U.S. dollars at 98 cents in 
Montreal, $276,110 Canadian can be pro- 
duced as against $276,000 even, if the 
sterling is sold directly against Canadian 
dollars in the Montreal market. Natur- 
ally, in these circumstances, the trader 
will do the business in two legs. 


On many occasions it is more con- 
venient to deal in sterling against U.S. 
dollars because the bank’s position may 
be simultaneously long in the one cur- 
rency and short in the other and _posi- 
tions can be straightened out simultan- 
eously by a direct deal between sterling 
and U.S. dollars. It is not always neces- 
sary to go to New York to buy and sell 
sterling in terms of U.S. dollars. A good 
many transactions of this character are 
actually done by the banks in Canada 
through the brokers in Montreal and 
Toronto. 


One thing which militates against 
heavy dealings in sterling between banks 
here is that not infrequently the banks 
are all on the same side of the market. 
For instance, when the movement of 
grain is heavy, all the banks may have 
sterling to sell. As they cannot dispose 
of it to each other through the local mar- 
kets, they must perforce find a market in 
other centres. 


Do dealings in other currencies take 
place through the brokers? Yes, the 
brokers will accept orders and endeavour 
to bring together buyers and sellers in 
any currency. But, while deals are occa- 
sionally arranged in such currencies as 
French and Belgian francs and Dutch 
guilders, the number of transactions ac- 
tually consummated is small and the 
amounts involved are insignificant. To 
fill their customers’ orders for buying 
and selling European, Commonwealth, 
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and South American currencies, the banks 
usually have to turn to New York, Lon- 
don or the financial centre in the country 
concerned. 


Transactions in ‘Futures’ 


There is one other activity in the mar- 
ket which keeps the brokers in Montreal 
and Toronto busy and which I should 
mention in passing. I refer to transac- 
tions in exchange for forward delivery 
or in “futures” as they are sometimes 
called. A fair number of these deals, 
which involve making contracts to buy or 
sell exchange at an agreed rate for de- 
livery at some later date, are arranged. 
It would take too much time to go fully 
into a discussion of forward exchange 
which is a fairly complicated subject. 


It has been mentioned that banks are 
able to engage in arbitrage because they 
keep in close touch with other centres. 
Facilities for rapid communication are, 
in fact, the very essence of exchange 
trading. A formidable battery of telc- 
phones is, together with mechanical cal- 
culators, the main equipment of the trad- 
ing room of a chartered bank's foreign 
department. The telephones would in- 
clude the direct line to the broker, direct 
lines to one or more of the bank's city 
branches, lines to the telegraph and cable 
companies for rapid relaying of messages, 
and a number of ordinary outside lines. 
Contact is probably maintained with the 
bank’s agency or correspondent in New 
York by direct telegraph or teletype con- 
nection and some of the banks are linked 
by teletype with their more important 
western branches. Fast messages are sent 
to and from London by telephoning the 
cable company. In consideration of pay- 
ing special urgent rates the messages are 
given priority and telephoned at the 
other end. In prewar days I have known 
of instances where a message has been 
sent out and a reply received fixing a deal 
in less than five minutes. 
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The Role of the Bank of 
Canada and the Exchange Fund 


What is the role in the market of the 
Bank of Canada and the Exchange Fund? 
These should really be regarded as two 
entities since, while the market opera- 
tions of the Exchange Fund are car- 
ried out by the Bank of Canada under 
the general direction of the Minister 
of Finance, the Bank also has other 
exchange business to conduct in the form 
of orders to execute in the market for its 
own customers. In Canada these cus- 
tomers consist entirely of various gov- 
ernment departments, such as the Post 
Office, National Defence, Finance, Trade 
and Commerce, etc. But in addition the 
Bank has many customers outside Can- 
ada in the shape of other central banks 
and foreign governments from whom 
orders, many for quite important 
amounts, are constantly being received. 
These foreign customers may have ex- 
change to sell in order to produce Can- 
adian dollars with which to pay for com- 
modities purchased in bulk through their 
official purchasing agencies or to meet 
other commitments. Or they may have 
surplus Canadian dollars which they wish 
to convert into some other currency. The 
Bank is thus constantly in the market 
and for these customers, like any other 
bank, it must do the best it can. 


As regards the Exchange Fund, opera- 
tions are less frequent. The scope of 
such operations was indicated by the 
Minister of Finance in his speech to the 
Vancouver Board of Trade last October 
when he said: “. . . our policy has been 
to allow the rate to be determined by the 
normal play of economic forces without 
official intervention, except to ensure or- 
derly conditions in the foreign exchange 
market. No attempt is made to reverse 
persistent trends, but only to smooth out 
excessive short-run fluctuations.” 

One might ask in what way excessive 
short-run movements can be smoothed 


out and how can a short-run movement 
be distinguished from a trend. The lat- 
ter can, of course, be ascertained only by 
testing the market and ensuring that, 
when an insistent demand is exerting 
strong pressure on the rate in one direc- 
tion, the market is not entirely devoid of 
supply and contrariwise that, when the 
weight of supply is pressing heavily in 
the other direction, demand is not com- 
pletely lacking. The net operations of 
the Fund, of course, as in the days of 
the Foreign Exchange Control Board are 
ultimately reflected in the official re- 
serves. Examination of published fig- 
ures shows that at the end of 1951 the 
reserves stood at $1,779 million and at 
the end of 1952 at $1,860 million, a 
modest increase of $81 million. From 
this it might be inferred that the incur- 
sions of the Fund in the market in 1952 
were more frequently occasioned by the 
supply of exchange outrunning ordinary 
demand than otherwise. In this connec- 
tion it is interesting to note that, where- 
as at the end of 1951 the United States 
dollar was quoted at approximately 101 
cents Canadian, at the end of 1952 it 
stood at about 97 cents. 


Starting a Foreign 
Exchange Market Overnight 


Harking back to the announcement 
made by the Minister of Finance in Sep- 
tember 1950 you may well ask how it 
was possible for the official rates to be 
withdrawn and the market to spring up, 
so to speak, over the week-end. With 
the introduction of exchange control in 
1939 the exchange market, it has been 
mentioned, automatically disappeared. 
The brokers were out of business and 
were forced to shut up shop. As a mat- 
ter of fact several of them joined the 
staff of the Foreign Exchange Control 
Board which, having been the instrument 
through which their means of livelihood 
were taken away, felt that the least that 
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could be done was to offer them posi- 


. tions. For eleven years there was no 


vestige of a market. Moreover until the 
morning of Saturday, September 30th, 
1950, none of the banks had the slight- 
est inkling of the government’s intention 
to permit the rate to fluctuate. How then 
could the market be re-established and 
in such a state of organization as to be 
able to function at 9 o'clock on Monday 
morning ? 


A Phone Call in the Night 


The story has been told before. But 
it will bear repetition. It illustrates the 
sort of thing that fortunately can be done 
in Canada but would not be feasible in 
countries where affairs are so large and 
complicated that the personal touch is 
lost. On Friday evening of that week- 
end a telegram was despatched to all the 
branch banks in Canada suspending ex- 
change transactions. Coincident with the 
filing of the telegrams officers of the For- 
eign Exchange Control Board in Mon- 
treal and Toronto at about eight o'clock 
commenced to get in touch with the 
chiefs of the foreign departments of the 
banks with head offices in those cities. 
They had two purposes, primarily to let 
them know about the telegrams which 
had been sent to all branch banks and in 
the second place, to invite them to a 
meeting to be held in Ottawa the follow- 
ing morning. The invitation was phras- 
ed something like this. ‘“The Board 
would like you to come to Ottawa to 
attend a meeting to be held the first thing 
tomorrow morning. I've got a return 
ticket for you and accommodation on to- 
night’s train and I'll meet you at the 
station. The train leaves at ten o'clock. 
If you can’t come will you arrange to 
have someone else present. No, I have- 
n't the foggiest notion what it’s all 
about.” If the representatives were un- 
able to get in touch with the chief of 
the foreign department, they called his 


deputy and had no difficulty in arriving 
in Ottawa with a full quota. 


A Startling Announcement 

At the meeting the next day the 
banks’ representatives were advised that, 
while the Government intended for the 
time being at any rate to retain the ex- 
change restrictions, it contemplated with- 
drawing the official rates and allowing 
the rate to find its own level through an 
exchange market. Hope was expressed 
that it would be possible to have the 
market operating and exchange transac- 
tions resumed on Monday. Not unnat- 
urally this announcement caused a con- 
siderable stir and no little consternation 
amongst the banks’ representatives. How 
could one have a market, they asked, 
when there were no brokers, no office 
space and no communications? Where 
were the brokers to come from? Even 
if brokers could be found where could 
office space be obtained over the week- 
end? If both brokers and office space 
could be dug up how was it possible to 
have adequate telephone communications 
available by Monday morning? 

The first problem did not remain long 
unsolved. After some discussion amongst 
themselves the banks asked if the Board 
would release, at least temporarily, one or 
more of the former exchange brokers 
who were still on the staff of the Board. 
This request had been foreseen and the 
Board readily agreed to release one man 
in the city of Montreal. The banks 
themselves subsequently produced an ex- 
perienced man from their own ranks for 
Toronto. The second hurdle was sur- 
mounted when the banks asked if the 
Bank of Canada could possibly lend of- 
fice space from its own buildings in Mon- 
treal and Toronto. This request had 
also been anticipated and the agreement 
of the Bank to provide offices until other 
accommodation could be arranged was 
speedily forthcoming. But now the third 
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obstacle, how could the necessary tele- 
phone facilities possibly be set up in 
time? At this stage the Board had to 
volunteer the information that this con- 
tingency had also been foreseen and that 
the offices the Bank was prepared to 
make available temporarily in the two 
cities were already in process of being 
equipped with a number of lines. These 
lines would not pass through the Board's 
switch board and while the numbers 
would be communicated to the banks they 
would not be listed. They would there- 
fore be available exclusively to the brok- 
ers and the banks and thus provide rea- 
sonable facilities until the telephone com- 
pany had time to put direct wires into 
the trading departments of the various 
banks. The settlement of these problems 
made the banks’ representatives a good 
deal happier and they set off for Mon- 
treal and Toronto where they spent a 
very busy day on Sunday in the prepara- 
tion and despatching of rate bulletins 


and in making other necessary arrange- 
ments so that the old order might give 
place to the new by Monday morning. 


What Is the Result? 


You might ask, has the exchange mar- 
ket in Canada, as re-established, been a 
success and particularly, has the experi- 
ment of the banks in employing brokers 
in Montreal and Toronto on a salary 
basis worked out? Regarding the latter 
I have heard opinions expressed by bank- 
er friends from outside Canada that the 
system will not ultimately stand up. 
Whether it will stand the test of time 
forever I do not know, but I can say 
without hesitation that so far it has been 
extremely satisfactory. No doubt its con- 
tinuous success will depend on the calibre 
of the men employed. The present brok- 
ers are doing a first-class job. They work 
just as hard as if their livelihood depend- 
ed on brokerages rather than salary. In - 
the 29 months that the market has been 
in operation the turnover in U.S. funds 
alone has been of the order of $2,900,- 
000,000, an average of $100,000,000 a 
month. These are very striking figures 
which attest to the virility of the Can- 
adian exchange market. 





How a Banker 
Looks at Industrial Credit 


By T. G. Adams 


To a banker a 
trifling capital and a bold front are not enough 


ATI IESG IAT, IT IN I TTT IE OT LIS LE LLL CNEL III EE I 20 LE ee BEERS 


IN these days when wide swings from 
established rules of financing are so 
common and the resulting rewards so 
frequent as to bring into question the 
value of all we have been taught it is a 
good thing to draw aside from time to 
time to repeat our credo to remind our- 
selves of the cardinal principles on which 
business — any business — should be 
founded and operated. 


Rabbit’s Foot Not Enough 


From my vantage point I have seen 
dozens of instances where a trifling cap- 
ital and a bold front have been the only 
foundation for operations of consider- 
able magnitude, and in a sufficient num- 
ber of cases to show the pattern for 
dozens more, these fantastic gambles 
have paid off in heavy profits. But this 
notwithstanding, that type of operation 
is wholly unsound and the increasing 
number of disillusioned creditors of 
those whose luck gave out before the 
end of the game are learning the old 
cardinal principle of business that ‘The 
debtor needs some assets other than a 
rabbit’s foot”. 

Perhaps this is a somewhat morose in- 
troduction but in these days of heavy in- 


flation when the general mental attitude 
is to regard a dollar or $1,000 as piffling, 
it is well for us to remember that the 
lucky gamblers do not set the standards 
on which sound business is or can be 
conducted. 

In speaking of “Industrial Credit’, I 
use “industrial” in the sense of manu- 
facturing and processing rather than in 
the sense of the primary industries of 
farming, fishing, mining and lumbering, 
and I also exclude retail trade, services 
and the like divisions of business. 


Bankers Love 
Lending to Industry 

To begin then, let me say at once and 
with great stress that the banker loves to 
lend money. That is his business and it 
is by making loans that he can make pro- 
fits. 

Let me make the second point—that, 
in the banker's opinion, industrial loans 
rate at the top in the various categories 
of our loaning business. 

The reason for this is quite easy to 
understand. Industrial concerns are large 
employers. Indeed, the working force 
in many industrial plants, together with 
their dependents, would equal the popu- 
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lation of many of our small towns, giving 
rise to the numerous and varied types of 
trade and service such communities de- 
mand and thus widening the circle of 
benefit in which, of course, the banks, 
through their contribution, hope to share. 
The third point I should like to stress 
is the close co-operation the banks are 
anxious to extend to industry. Indeed, 
from my long experience, I can find no 
time in Canadian banking which com- 
pares with the period since the close of 
the last war in the rapid expansion of 
bank loans. A glance at the amalgamat- 
ed figures of all Canadian banks as pub- 
lished from time to time will show a 
tremendous figure under the heading 
“Loans and Discounts in Canada”. In 
July 1946 this total stood at $1,326,- 
000,000 whereas in July 1952 the figure 
was $3,198,000,000 and is, I think, clear 
evidence of the part banks are playing in 
the great growth of Canadian industry. 


Bank’s Role in Post-War Expansion 

It was in this same period that banks 
made the widest swing from the ortho- 
dox system of banking by granting long- 
term financing to industry for capital ex- 
pansion. There are two schools of 
thought among the banking fraternity 
on this ‘‘swing to the left’. The conser- 
vative attitude might be summarized as 
an objection to invading the mortgage or 
public field of financing with capital sub- 
ject to the demands of depositors. The 
“progressive” view was that the back- 
log pressure of civilian demands on in- 
dustry at the close of the war could not 
await reconditioning of investment chan- 
nels and the education of a new group 
of the investing public without severe 
hardship to industrial clients. Therefore, 
the progressives held the view that with- 
in the restrictions imposed by sound 
banking practice and governmental reg- 
ulations for the protection of depositors, 
it was more than sound business—it was, 
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in fact, our definite responsibility—to af- 
ford every assistance to industry in its 
efforts to resume civilian production. 
However, in general, it might be said 
that we now consider this phase to be 
over and for the most part banks are 
again restricting loans to the current op- 
erating needs of industry, leaving long- 
term capital financing to the accepted 
channels of mortgage lenders and the 
underwriters of industrial issues. 


The Banks and Balance Sheets 


“How does a bank look at industrial 
credit?” Well, we begin at the same 
point as in every other credit application, 
namely the balance sheet, and we expect 
these figures to be certified by auditors 
in whom we have confidence as reliable, 
competent, and ethical members of their 
profession. 

On receipt of these figures we turn 
first to share distribution and manage- 
ment because in this era of changing 
values at least one thing remains con- 
stant, namely the worth of a good 
reputation, and the proven ability of 
Management must inspire a measure 
of confidence equal to or in excess of 
any other collateral. 

If the company has made public offer- 
ings, it is important to know the terms 
in which these issues are outstanding. If 
bonds, we would expect to have a copy 
of the trust deed so that the security, 
terms and events of default are known 
to us. For instance, it is not uncommon 
to find that under the trust deed the com- 
pany is required to maintain its working 
capital at some set figure and failure to 
do so places the bonds in default. 


Similarly, it is usual for the trust deed, 
in addition to creating a first fixed charge 
on real estate, to include a floating charge 
on all other assets—receivables, inven- 
tories and everything else the company 
owns. Therefore, it is important to the 
bank to know if the trust deed gives to 
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the company the specific right to pledge 
its book debts and inventories to secure 
bank advances. While these do not ex- 
haust the points of a trust deed in which 
the banker is interested, they serve to in- 
dicate the reason we like to examine this 
document. Again, there may be an issue 
of preference shares held by the public 
and the terms of these require examina- 
tion. It may be that non-payment of 
dividends accords these shares voting 
powers which, if exercised, could result 
in change of management or loss of con- 
trol by those with whom the bank has 
dealt. Therefore, I say again that all 
phases of the capital structure are of 
more than idle curiosity to the bank. 


Concerning the assets and liabilities 
statement itself, obviously you are fully 
aware of the balance sheet ratios regard- 
ed as important yardsticks in measuring 
credit responsibility so that we need not 
dwell on these features except to say 
that the bank expects the balance sheet 
to measure up to these formulae. In 
any instance where the figures are out 
of line we anticipate from competent 
management a report on the measures 
taken to bring about the necessary cor- 
rection. 


Three Items of Significance 


There are three items which receive 
special attention in our analysis of bal- 
ance sheets. These are: 


Receivables 

Inventories 

Fixed Assets 
Earlier I mentioned that, for the most 
part, we had now returned to the field 
of current as distinct from long-term or 
capital financing. It follows, therefore, 
that the current or liquid surplus posi- 
tion is what interests us and we need to 
know just how “quick” the quick assets 
really are. 


First, then, we measure recéivables 
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against sales to see what proportion is 
outstanding. Generally speaking, any- 
thing above 20% is out of line, indicat- 
ing unusually long-term credit or poor 
credit supervision. A list of the larger 
items will enable us to check on the cre- 
dit worth of the obligants. The bad debt 
record is another guide to the credit pol- 
icy in force. 


Then come inventories and here our 
troubles start. Concerns using steel have 
had a particularly hard time in gauging 
their purchases of raw materials with any 
degree of confidence but I think it would 
not be unkind to say that there are num- 
erous instances where the fear of running 
short through government interference, 
strikes, etc. had led to inventory accumu- 
lations far in excess of reasonable require- 
ments and carrying with it the serious 
danger of ultimate losses. In case those 
not concerned with steel feel superior, 
let me say at once my observation shows 
that, following the outbreak in Korea, 
there was virtually no type of business 
where management, remembering the 
scarcities of the last war, did not exhibit 
the true spirit of the hoarder and clutch- 
ed greedily at everything offered. Well, 
there was plenty offering and all during 
1951 we heard cries for help in carrying 
unnecessary and unneeded inventories. 
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Government restrictions on credit impos- 
ed early in that year increased the diffi- 
culties accruing from this over-buying 
spree. 

Perhaps the figures supplied by the 
Dominion Bureau of Statistics may be 
used to illustrate this point. According 
to these estimates the value of inven- 
tories held in all manufacturing indus- 
tries in June, 1950, was $2,530,000,000. 
In December, 1951, these had risen by 
over 1 billion dollars and at July, 1952, 
the total had dropped only to 3 billions 
465 millions. After making allowance 
for price increases in the interval the con- 
clusion is inescapable that the volume of 
inventories has risen to a height that 
carries a serious risk of losses should 
any general levelling off of prices occur. 
In certain directions this, of course, has 
happened, perhaps most noticeably in the 
wool market. 1951 featured wildly fluc- 
tuating prices for raw wool and those 
concerns who commenced the year with 
heavy stocks or large commitments plac- 
ed at closing 1950 quotations suffer- 
ed severe losses on inventories. Declin- 
ing wool prices were reflected in the 
whole range of the textile trade in 1951 
which, on the whole, experienced a de- 
cidedly unprofitable year. 


And so you must always expect the 
banker to be warning against the folly 
of unwieldy inventories. Prudent man- 
agement realizes that, in addition to the 
restricted profit resulting from the costs 
of carrying excessive stocks, there is the 
greater danger of heavy losses through 
falling prices and disorganized markets. 

Regarding fixed assets, we look care- 
fully at the increases in the past year 
and particularly investigate proposed ex- 
penditures in the immediate future. 
Again speaking generally, we are inclin- 
ed to question outlays in excess of the 
yearly provision for depreciation, par- 
ticularly under the recently revoked tax 
regulations which allowed no deprecia- 





The Canadian Chartered Accountant, August, 1953 


tion for a period of years on newly ac- 
quired capital assets. It is obvious, of 
course, that investment in fixed assets 
reduces the working capital and, as sup- 
pliers of short-term operating credit, we 
must be concerned with the liquid ratio. 


Then, too, we hope management will 
consult us in relation to any expansion 
which contemplates public financing. 
Here, we feel, we can be of valuable 
assistance in advising on the form this 
financing should take and, not unfre- 
quently, we are able to be of benefit to 
the customer in marketing the offering. 


Comparative Operating Figures 

Assuming that the balance sheet fig- 
ures are satisfactory, we then pass on to 
other considerations. Among the first of 
these will be the Trading and Profit and 
Loss Statements. We like the figures in 
comparative form to show the percen- 
tages of material, labour, overhead bur- 
den, gross profit, administration and net 
profit in the current and the preceding 
years. 


Occasionally we are told that we want 
too many figures and that we poke our 
noses into things which should aot con- 
cern us. Our answer is that we have no 
desire to operate as pawn brokers whose 
only function is to supply cash. We 
think we can do more. It is hardly ne- 
cessary to say that we have many clients 
in the same class of business so that it is 
a simple matter to compare one with an- 
other and to note where A or B Com- 
pany has fallen short of C or D Com- 
pany. We do not pretend we can correct 
the shortcoming but we can and do en- 
quire if management is satisfied with this 
or that ratio and we suggest investigation 
to see what improvement can be effected. 
Generally speaking, management recog- 
nizes that the bank’s interest is an unsel- 
fish one in that we do not expect or want 
to share in any improvement resulting 
from our catechism and our only purpose 
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apart from the safety of the bank’s funds 
is to ensure that the enterprise achieves 
the maximum of success. 


Other Considerations 


Let us assume further that the Trading 
and Profit and Loss Statements are sat- 
isfactory. We then go forward to en- 
quire on matters of a more general na- 
ture but each of which, we think, is im- 
portant. Among these, we like to know 
something of the second line executive 
strength. Are there in training younger 
men of good character and ability or 
would death or retirement in the present 
upper level management or technical con- 
trol place the concern in a dilemma? 

Then, there is the question of labour 
relations. Is the working force union- 
ized? If so, what is the termination 
date of the existing contract? What is 
the strike record? Is there a profit-shar- 
ing plan or a pension scheme in force? 


Following this is the matter of opera- 
tion and the competitive standing in its 
field. Is the product well known nation- 
ally? Has management kept abreast of 
new styles, types, improved performance? 

What of distribution? Are sales direct 
to dealers or through jobbers? Are sales 
offices and showrooms maintained in oth- 
er centres and, if so, are there figures to 
show satisfactory results,—sales and pro- 
fit-wise for these branches? 

Is the output entirely for civilian use 
or is a part of the production intended 
for the government in the defence pro- 
gramme? If so, what is the division of 
manufacture between civilian and gov- 
ernment goods? If a government con- 
tract is in existence we would like to 
have complete details of its terms. Is 
re-negotiation a possibility? Does ac- 
ceptance of the defence contract necessi- 
tate an expenditure for special equip- 
ment? If so, does the contract allow a 
specific grant for this purpose? 


Does the concern maintain an export 
division? If so, a survey of the political 
and financial divisions of the buying 
countries would be of interest. Are 
foreign sales made against Letter of 
Credit drawings? If not, are the insur- 
able risks covered under the Government 
plan for export insurance? 

Speaking of insurance, it goes with- 
out saying the banker wants to know that 
inventory, real estate and plant are all 
properly protected by fire insurance, as 
well as the usual public liability coverage. 
In recent years we like to see the added 
protection of profit insurance or, I think, 
this is sometimes called “use and occu- 
pancy insurance” as the value of this 
protection has been so often proven that 
we feel the sound executive should be 
alive to its worth. 

Another point of interest is the budget 
summation for the current year. We are 
strong believers that the budget and the 
monthly operating statements are vital 
instruments in the efficient and progres- 
sive management of a business. 


Perhaps the foregoing remarks suggest 
that the banker asks a lot of questions 
and wants a lot of answers. Well, that 
is the truth as it is only when we have 
the information that we consider it pos- 
sible to enter into partnership by lending 
money and we think, equally important, 
by offering suggestions for the improve- 
ment of the enterprise. 


Bank Research Available to Customers 


I sometimes wonder if it is generally 
known that the banks maintain statistical 
departments where our research is avail- 
able to customers. Enquiries to this de- 
partment result in accurate information 
on virtually any commodity, trade, mar- 
ket, export and import standing, as well 
as up-to-date reports on the political or 
monetary situation in any country. Here 
trends are charted, figures analyzed and 
weighed and conclusions drawn against 
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the background of knowledge and ex- 
perience. In addition to these outside 
sources of knowledge we receive quar- 
terly reports on business conditions from 
all our principal branches in Canada and 
abroad. Thus we have a national and 
international survey of business ‘trends. 

While therefore the last thing a bank- 
er should do is assume an air of infalli- 
bility, it can be said, I think, that by rea- 
son of research, reports, and close daily 
association with business of every type 
and nature the banker should be in a 
favourable position to understand and 
advise on a variety of the problems with 
which management is faced from time to 
time. 


Value of the Internal 
Auditor and Business Consultant 

I hope it will not be regarded as an 
attempt at flattery when I say that the 
banker is also very interested in the fact 
that so many internal auditors are prom- 
inently featured in the industrial picture. 
The points we want to know about a con- 
cern are among the things they want to 
know in the company’s interests and it 
is reassuring to us, as bankers, that those 
in control of an enterprise have recog- 
nized the wisdom of giving to trained 
and qualified accountants a sort of roving 
commission to stick their noses into all 
phases of the business to see if anything 
is amiss or if improvements can be made 
to increase efficiency, lighten detail, stop 
leaks, improve labour and public rela- 
tions—in short, to discover and urge any 
matter which, in their opinion, is to the 
benefit of the company. 

In the old days the “efficiency ex- 
pert’’ was the butt of the cartoonist and 
the humorist to such a degree that the 
title and, to some extent, the position 
fell into disrepute. However, from 
this group has emerged in fairly recent 
times the ‘‘business consultant” and un- 
der this new designation the best of 
their species have so much to offer that 
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the business executive who dismisses 
them with a shrug or a sneer is invari- 
ably the one who stands most in need 
of their services. 

It is but reasonable that this should 
be the case. We all know the rapid 
growth -— “night flowering’ — that has 
overtaken and engulfed Canadian indus- 
try in a few brief years. In all too 
many instances there was no time per- 
mitted management for long study, no 
period in which to arrange the most 
efficient lay-out for equipment, no time 
to train or select the working force, no 
time to establish the best distribution 
system or school the executive personnel. 


In the meantime, however, the old 
enemy and friend “competition” has not 
been idle, but competition is not going 
to open one man’s plant or books to an- 
other and so we find wide disparity in 
the successes of enterprises in the same 
line and with virtually the same turn- 
over. Such instances call for the analy- 
sis or diagnosis of an impartial business 
consultant whose experience enables him 
to uncover all the unsatisfactory feat- 
ures and, more important, offer sound 
proposals for correction. 


I take for granted that the internal 
auditor's duties are largely those of the 
business consultant but I wonder if he 
will agree that there are instances 
where the outsider can accomplish 
more in bringing about correction than 
can be done by one who is an integ- 
ral part of the organization. In such 
cases perhaps the best service he could 
render would be to recommend and 
urge that an impartial outsider be in- 
vited to make a survey. 


Finally, I should like to emphasize 
that industry has no firmer friend than 
the banker. Anything affecting the com- 
pany is of great importance to him and 
its progress from year to year is some- 
thing in which the bank takes keen in- 
terest-and pride. 















Or a exposé, a cette tribune, le rdle 
du comptable agréé en matiére 
d’organisation des entreprises modernes, 
de leur financement et de la vérification 
de leurs livres. Je suis appelé 4 vous 
entretenir sur le rdle du méme spécialiste 
en matiére de taxation. 


Evolution du Comptable Agréé 

Afin d’illustrer ce rdle, permettez-moi 
de vous rappeler que notre profession 
s'est signalée au Canada avec la création 
de la loi sur les faillites. Le comptable 
fut tout d’abord un fiduciaire et un 
liquidateur. Plus tard, avec l’apparition 
de la loi des compagnies, on étendit sa 
fonction si bien qu’avec la refonte de 
cette loi, on obligea les compagnies a 
responsabilité limitée 4 faire vérifier leurs 
états financiers par des personnes auto- 
nomes et désintéressées que l'on appelle 
vérificateurs. 


En 1917, le gouvernement du Canada, 
anxieux de combler le déficit budgétaire 
entrainé par la premiére grande guerre 
céa la Loi de guerre de l'impét sur le rev- 
enu. Cette premiére guerre provoqua un 
déplacement de population 4 travers le 
pays et les gouvernements provinciaux et 


Le Réle du Comptable Agree 
En Matiere de Taxation 


Le comptable agréé peut aider l’homme d’affaires en lancant 
une nouvelle entreprise ou en donnant de I’expansion 4 son commerce 


Par H. Marcel Caron, C.A. 


municipaux durent bientét ajouter a leur 
budget le coat de construction de routes, 
de ponts, d’écoles, et d’édifices publics. 
Ainsi, pour défrayer ces nombreuses dé- 
penses, les chefs d'état 4 tous les paliers 
se virent dans l’obligation de chercher 
de nouvelles sources de revenus et d’aug- 
menter celles qui existaient déja. 

La période de dépression et de 
chémage de 1930 imposa plus tard de 
nouveaux engagements aux gouverne- 
ments. En 1939, s’ajoutérent les frais 
d’une autre guerre et, en 1948, le pou- 
voir central traga un programme intensif 
de législation sociale qu’il exécuta pro- 
gressivement. Si bien qu’aujourd’hui, 
l'état retire sa part des profits du com- 
merce auprés de chaque compagnie et 
de chaque individu comme il rogne le 
traitement de chaque citoyen: il est 
considéré, 4 juste titre, comme un associé. 

Les villes percoivent des taxes fon- 
ciéres, des taxes d'affaires et d’eau, des 
permis de toutes sortes. Les provinces 
recueillent entre autres les taxes d’amuse- 
ment, d’hdpital et de vente, les licences 
d’autos, les permis d’hétel, les taxes sur 
les alcools et les compagnies. Le 
gouvernement fédéral préléve un droit 


Une causerie présentée au congrés des 
quincailliers de l'Est du Canada au Palais du Commerce, 4 Montréal, le 21 janvier 1953 
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de fabrication dit taxe de vente, des 
douanes, des permis divers en plus de 
l’impét sur le revenu des individus et des 
compagnies. Et nous abrégeons l’énu- 
mération. 

Il fallait donc dans notre société multi- 
plier non seulement les entrepreneurs en 
construction, les professionels, les méde- 
cins et les quincailliers, mais accroitre 
aussi le groupe des personnes préposées 
a la solution des problémes d’impét. 
Aux autres prérogatives de sa profession, 
le comptable agréé, spécialiste de la 
finance et de l'art de calculer, dut donc 
ajouter celles qu’exigeait le champ nou- 
veau de la taxation. 


Notre réle 


Le comptable public est, avant tout, un 
homme indépendant vis-a-vis du gou- 
vernement et de ses clients. Cependant, 
autant il est autonome devant le fisc, 
autant il se doit par son habilité, son 
jugement et son expérience, de protéger 
son client qui, en réalité, le fait vivre. 
Avant de suggérer 4 son client la facon 
de transiger, le comptable agréé devra 
prévoir J'effet de Il’impét futur et 
s'efforcer de trouver la formule par 
laquelle son client pourra effectuer la 
transaction, tout en respectant les lois, 
mais aussi tout en ne versant qu’un im- 
pot juste et raisonnable. Sa connaissance 
des lois fiscales et l’expérience acquise au 
cours de cas précédemment étudiés lui 
permettront d’éviter 4 son client le paie- 
ment des taxes excessives, résultantes 
inévitables d'une transaction mal congue 
ou mal amorcée. Sa probité profession- 
nelle et sa réputation ne l’autorisent pas 
a étre partie a des actes frauduleux. 
Aussi choisit-il ses clients parmi les gens 
honnétes et fait-il tous les efforts en vue 
de les protéger. 

Il sera avant tout un aviseur: aviseur 
financier et aviseur en impét. Il rem- 
plira ensuite le rdle d’expert dans la 
préparation des rapports de taxes 


et d'impét. Il deviendra éventuelle- 
ment le défenseur du _ contribuable 
et composera l’argumentation serrée 
et rationnelle de nature 4 ce que son 
client obtienne justice. Il étudiera en- 
core les décisions légales rendues dans les 
causes d’impét et travaillera étroitement 
avec les spécialistes de la loi en agissant 
souvent comme leur conseiller. L’avocat 
étant avant toute le plaideur et I’inter- 
préte des textes, le comptable est l’expert 
qui veille 4 leur application dans la 
pratique courante des affaires. 

Il en résulte que le comptable, par son 
contact continuel avec l'homme d'affaires, 
l'étude qu’il fait des textes fiscaux, par sa 
participation active a l’élaboration des 
lois sur l’impét et par l’exercice de sa 
fonction d’aviseur financier, est devenu, 
en raison des besoins et des circonstances, 
l'expert en matiére de taxation. 

De ce plan général 4 un plan plus 
particulier, comment, me direz-vous, un 
comptable peut-il aider son client en ma- 
tiére de taxation? 


En Impot sur le Revenu 
Organisation Financiére 


L’homme d'affaires désireux de lancer 
une nouvelle entreprise ou de donner de 
l'expansion 4 son commerce se doit de 
consulter son comptable. Comment ce 
dernier peut-il l’aider? En suggérant 4 
son client une des formules d’organisa- 
tion financiére qui lui conviendrait le 
mieux et qui serait le plus économique 
au point de vue impét 4 payer. Le choix 
est varié: 

1. Entreprise individuelle: \a plus flexi- 
ble, mais la responsabilité y est 
illimitée. 

2. Compagnie: entreprise constituée en 
corporation et ou la responsabilité est 
limitée. 

3. Société: entreprise ou plusieurs per- 
sonnes sont réunies et partagent pro- 
fits et responsabilités. 
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Compagnie ou société personnelle: 
entreprise limitée dans sa responsa- 
bilité, mais qui n’a pas d’activité 
commerciale ou industrielle et dont 
le profit est taxable dans les mains 
des actionnaires. 

Coopérative: entreprise dont le 
trop-pergu est retourné aux sociétaires 
et dont seul le profit retenu, a cer- 
taines conditions, est taxé. 
Compagnie ou société de contréle: 
son statut peut étre celui d’une com- 
pagnie personnelle ou compagnie 
ordinaire au point de vue de l’impét. 


Choix de la Formule d’Organisation 


Le choix de la formule d’organisation 


financiére peut s’établir par les questions 
suivantes: 


1. 


Si le revenu n’excéde pas $10,000, 
il est plus économique d’exercer son 
activité dans le cadre d’une entreprise 
individuelle. Si par ailleurs vous 
avez déja un _ revenu_ substantiel 
provenant d'autres sources, peut-étre 
est-il préférable de constituer le nou- 
veau commerce en compagnie par 
actions. 

Peut-étre I’homme d'affaires devrait-il 
associer son fils 4 son entreprise plu- 
tét que de le garder comme employé 
salarié afin de réduire ainsi le taux 
effectif d’impét personnel et enrayer 
l’accumulation du capital. 

A-t-il des associés? Peut-étre tout en 
respectant les dispositions de la Loi 
de l’impét sur le revenue quant aux 
compagnies liées entre elles, lui sera- 
t-il possible d’organiser une, deux ou 
trois compagnies incorporées ou 
chacune pourra bénéficier du taux 
minimum d’impét (17 p.c. en 1952) 
sur les premiers $10,000 de profit et 
payer le taux mamimum (47% en 
1952) sur l’excédent. Un comptable 
examinera la part de chacun des 
associés pour déterminer s‘il vous 
est possible d’obtenir le maximum 


. Son revenu excéde-t-il 





Monsieur H. Marcel Caron, li- 
cencié en sciences commerciales et 
comptables de l'Université de 
Montréal, est membre de I’Insti- 
tut de Québec et associé résident 
de Montréal de Clarkson, Gordon 
& Cie, comptables agréés. 


de l'économie ($6,000 4 $9,000 par 
année) d’impét. Les propositions du 
budget 1953 portent méme cette 
limite de $10,000 4 $20,000 pour 
l'application du taux minimum. Il 
convient donc dans ces cas d’analyser 
la participation relative de chaque 
associé et d’élaborer les changements 
qui doivent y étre apportés, s'il y a 
lieu, afin de prendre avantage des 
dispositions de la Loi. 

$15,000? 
Peut-étre est-ce le moment ou il serait 
économique de voir 4 la constitution 
de son entreprise en compagnie par 
actions. De cette maniére il limitera 
l'impét sur le premier $20,000 de 
profit. L’économie qui en résulterait 
varierait de $2,000 4 $3,000 par 
année. 


. Peut-étre aprés avoir tenu compte des 


crédits d’impét qu’il obtient sur les 
dividendes encaissés, lui serait-il 
avantageux de constituer son com- 
merce sous forme de compagnie et 
d’y transporter ses placements en 
actions afin de ne payer immédiate- 
ment aucun impét sur les dividendes 


recus ? 


. Dans certains cas, le contribuable 


pourra peut-étre acquérir les actifs 
et les passifs d'une compagnie 
de méme nature que la sienne 
qui a accumulé des pertes commer- 
ciales et s’en servir afin de diriger 
ses activités futures, appliquant ainsi 
ses profits contre les pertes accumu- 
lées et réduisant 4 zéro sa note d’im- 
pot pendant quelques années? 
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7. Enfin si son commerce subit de 
grandes fluctuations, c’est-a-dire s'il 
traverse des années ow le profit est 
élevé 4 cété d’autres ot il est faible 
ou nul, peut-étre serait-il plus avanta- 
geux de l’organiser d’aprés la loi des 
compagnies afin d’éviter le taux 
progressif d’impét personnel et de 
payer au taux fixe des compagnies? 


L’Année Fiscale 


Le comptable agréé sait que, suivant 
l'industrie ou le commerce, le cycle an- 
nuel d’activités est différent. L’expéri- 
ence démontre que I’activité saisonniére 
est différente selon qu'il s’agit d’un com- 
merce de fourrures (hiver), de liqueurs 
douces (été), d’engrais chimiques (prin- 
temps) ou de bois et charbons (au- 
tomne). Aussi, conseillera-t-il 4 son 
client de choisir la fin d’année fiscale la 
plus avantageuse, la plus économique, la 
plus pratique au point de vue d’impét. 
Par suite, 

1) Un contribuable peut choisir la 
fin d’année fiscale qui lui convient le 
mieux. Par exemple, celui qui choisit la 
fin de janvier paie ses impéts de 1953 
sur la base de l’année financiére terminée 
le 31 janvier 1953. Il paie donc en 1953 
sur ce qui a été presque totalement gagné 
en 1952. Ceci profite 4 celui dont le 
capital est restreint. 


De plus, le contribuable connait son 
revenu taxable de l'année dés le premier 
mois et peut, conséquemment, estimer 
correctement ses versements trimestriels 
d’impét. 

2) Le contribuable fixera la fin de 
son année fiscale a Il’issue de la saison 
tranquille. En d’autres termes, les profits 
accumulés durant les bons mois doivent 
absorber les pertes des mois moins avanta- 
geux. Ainsi, le 30 avril conviendrait-il 
mieux au quincaillier que le 31 décembre, 
car janvier, février et mars sont générale- 
ment des mois de faible activité. Ainsi 
a compter du ler mai, le contribuable .ac- 


cumulera des profits et il aura tout le 
temps nécessaire pour réadapter, réparer 
et étendre son entreprise durant février, 
mars et avril de l’année suivante. Avant 
de décider de la fin de “l’année naturelle 
d'affaires’, il convient d’examiner I'acti- 
vité mensuelle et de choisir le dernier 
mois de la période la plus tranquille. 


Le but de ces recommandations est de 
commencer l’année nouvelle en pleine 
aptitude 4 gagner du revenu et a le 
retenir. 


Dépenses Permises 


Le comptable agréé, dans l’examen 
périodique des livres et transactions dis- 
pensera des conseils et s’assurera que le 
client a pris tous les avantages possibles 
quant aux dépenses permises et aux dé- 
ductions admissibles du revenu vis-a-vis 
de l’impét. 

1) L’impét oblige le contribuable 4 
évaluer I’inventaire au plus bas du prix 
coatant ou de la valeur du marché. Par 
suit, comme vous en avez le droit vous 
devez éliminer de vos stocks, les mar- 
chandises vieillies, démodées, désuétes, 
ou invendables. Vous devez donc re- 
viser attentivement votre inventaire avec 
votre comptable afin d’éliminer les stocks 
morts ou dépréciés. 

2) Vos comptes a recevoir sont-ils 
tous bons et percevables? Y-a-t-il des 
comptes douteux? Votre provision pour 
mauvaises créances est-elle suffisante ? 


3) Réclamez-vous le maximum d’amor- 
tissement auquel vous avez droit? Les 
réglements fédéraux actuels accordent 
une pleine année d’amortissement sur les 
actifs inscrits aux livres en fin d’année 
fiscale. Avez-vous besoin d’un nouveau 
camion, peut-étre devriez-vous l’acheter 
durant votre dernier mois d’opérations 
et obtenir 30% d’amortissement ? 

Echangez-vous votre camion, peut-étre 
devriez-vous acheter le nouveau avant la 
fin de l’année fiscale et vendre l’ancien 
au début de l’année suivante? 
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Si la valeur de l’ancien est de $1,000 
et celle du nouveau de $2,000, vous ob- 
tiendrez $900 d’amortissement pour quel- 
ques jours d’usage de votre nouveau 
camion. La réduction immédiate d’im- 
pot qui en résultera vous aidera 4 payer 
votre nouvel actif. 


Vous pouvez réclamer de l’amortisse- 
ment pour fins d’impét sur les actifs en 
cours de construction. Il va sans dire 
qu’au point de vue comptable cette pra- 
tique est mauvaise mais peut-étre l’amor- 
tissement réclamé compensera-t-il pour 
d'autres que vous devriez légitimement 
réclamer mais qu’on vous refuse 4 cause 
des réglements émis. 

4) Votre épouse travaille-t-elle dans 
votre entreprise? Votre fils vous aide-t- 
il 4 son retour du collége ou de |'Uni- 
versité ? 

En 1952, votre fils peut gagner $600 
tout en demeurant votre dépendant. 
Votre épouse peut gagner $250 sans 
affecter votre statut d’homme marié, si 
votre compagnie est incorporée et si elle 
travaille réellement dans votre compa- 
gnie. 

5) Soumettez-vous des rapports de 
dépenses pour voyage et frais de repré- 
sentations encourus pour les fins de votre 
commerce? Retenez-vous vos recus d’hé- 
tels, de chemin de fer, vos factures de 
frais de représentations? Avez-vous une 
carte de crédit pour I’huile, la gazoline, 
etc. afin de réclamer vos dépenses d’auto? 

6) Faites-vous des provisions en fin 
d’année pour les vacances que vous de- 
vrez payer aux employés? Etablissez- 
vous le passif pour taxes, assurances, 
frais de vérification, électricité? 

7) Empruntez-vous de la banque pour 
les fins générales de votre commerce et 
pour payer vos impéts afin de réclamer 
l’intérét dans vos dépenses plutét que de 
payer l'intérét au gouvernement et vous 
faire refuser cette dépense? 

‘8) Avez-vous -un fonds de pension 
pour vos employés dont le: montant est 


prélevé aux profits de votre commerce? 

Avez-vous un fonds de pension pour 
vous-mémes dont la provision annuelle 
gréve les profits de votre compagnie limi- 
tée? 

9) Réclamez-vous le loyer annuel de 
votre coffret de stireté en déduction de 
votre revenu d’intéréts sur obligations ou 
de dividendes? 

10) Enfin avez-vous considéré toutes 
les dépenses ‘“‘raisonnables’ que vous 
pouvez déduire des profits de votre entre- 
prise ? 


L’application de la Loi 


Le comptable agréé s’instruit continuel- 
lement des changements apportés 4 la loi 
et avise son client afin de le protéger 
contre l’effet néfaste ou dangereux des 
nouveaux amendments. II examine les 
cotisations recues par le contribuable et 
conseille son client. 

1) Le comptable connait le délai légal 
pour contester une cotisation. II rencon- 
tre fréquemment les cotiseurs et discute 
avec eux. Souvent, il exposera ses re- 
vendications par écrit et 4 qui de droit. 

2) Il sait 4 qui s’adresser au ministére 
dont il connait l’organisation. II portera 
votre cas a l’attention de la personne qui 
a l’autorité nécessaire pour le régler. 

3) Il apparaitra comme témoin 4 la 
cour de justice ou sera l’adjoint de 
l’'avocat qui défend votre cause. 


4) Il étudiera les jugements de la 
Cour d’Appel et de la Cour de I’Echi- 
quier en matiére d’impét et portera a 
l’attention de ses clients les décisions qui 
peuvent les intéresser. 

5) Certaines personnes, par ignorance, 
s'engagent dans des transactions mal 
concgues ou accumulent des richesses sans 
s’étre protégées vis-a-vis de l'impét. Le 
comptable agréé revisera la situation et 
décidera des moyens a prendre pour la 
régulariser. “as 

6) Il vous indiqueta comment réaliser 
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un profit sur la vente de certains actifs 


sans encourir d’impét ou encore quelle” 


proportion de la considération reque est 
taxable et quelle part de votre profit est 
exempte d’impét. 

7) Il vous expliquera comment vous 
pouvez libérer les profits non distribués 
de votre entreprise, constituée en com- 
pagnie, en ne payant qu'un impét de 
15%. 

8) Pourquoi, dans certains cas, il est 
plus avantageux d’acheter l’actif d'une 
compagnie plutét que les actions, et pour- 
quoi, dans d'autres circonstances, le con- 
traire est plus avantageux. 


Les Autres Taxes 


Considérons maintenant  certaines 
autres taxes qui grévent également le 
budget de l'homme d'affaires. 


Le comptable agréé, tout en vérifiant 
vos livres ou tout en discutant d’une 
nouvelle proposition ou projet, examin- 
era l'application des taxes provinciales 
suc les corporations, des douanes, des 
taxes d’accise et de vente provinciales 
et fédérales que vous payez et s’efforcera 
d’en réduire le montant. 

1) Lorsque vous payez des douanes 
sur vos achats de produits manufacturés, 
avez-vous pensé que vous pouvez en 
réduire la somme en commandant séparé- 
ment certaines parties? Peut-étre pouvez- 
vous réduire votre coat de production en 
effectuant l’assemblage des parties vous- 
mémes ou en achetant certaines d’entre 
elles au Canada? 


2) Vous étes-vous demandé si vous 
pouviez obtenir le remboursement de la 
taxe sur l’huile et la gazoline utilisées 
pour des fins autres que le transport rou- 
tier ? 

3) Lorsque vous accordez un contrat 
de construction d’un bien mobilier ou 
immobilier, considérez-vous l’effet de la 
taxe provinciale de vente? 

4) Si vous avez une entreprise qui 
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ne fonctionne pas, demandez-vous un 
remboursement de la taxe d'affaires? 

5) Utilisez-vous toutes les licences 
que vous payez? 

6) Si vous étes manufacturiers et que 
vous vendez une partie de vos produits 
en dehors de votre municipalité ou pro- 
vince, considérez-vous qu’en payant la 
taxe de vente sur vos achats, vous pou- 
vez en réduire le taux en obtenant une 
licence “P” ? 

7) Vous prévalez-vous de certaines 
exemptions (il y en a des milliers) que 
prévoit la taxe de vente fédérale? Payez- 
vous trop cher ou pas assez? 

8) Si vous faites commerce dans plu- 
sieurs provinces, avez-vous cherché s'il 
vous est possible de réduire les taxes de 
place d'affaires et de capital ? 

9) Il est trés possible que l’amortisse- 
ment admis pour fins d’impét sur le 
revenu provincial excéde le montant 
admis au fédéral, aussi votre comptable 
décidera s’il y a lieu d’inscrire cet excé- 
dent aux livres de votre compagnie con- 
stituée en corporation et de le réclamer. 


Les Droits Successoraux 

Il y a enfin des impéts qui frappent 
au moment le plus inattendu et ce sont 
les droits successoraux fédéraux et pro- 
vinciaux. 

Pour le comptable agréé, il est impor- 
tant qu’il y ait de l’ordre dans les affaires 
de ses clients et que ces derniers aient 
prévu et déterminé ou défini leur succes- 
sion afin que les droits successoraux 
soient réduits au minimum et que les 
héritiers obtiennent le bénéfice des biens 
qui ont été accumulés pour eux. 

1) Peut-étre devriez-vous vendre votre 
entreprise 4 vos enfants? 

2) Faites-vous des dons non taxables 
a vos héritiers, 4 vos enfants? 

3) Peut-étre est-il avantageux de faire 
des dons taxables? Votre succession 
sera réduite de la taxe payée sur les dons 
de toute maniére? 
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4) Peut-étre en organisant votre en- 
‘treprise sous forme de compagnie, pou- 
vez-vous en fixer la valeur aujourd’hui et 
éviter des droits successoraux trop oné- 
reux ? 

5) En organisant votre entreprise, en 
compagnie par actions, avez-vous songé 
que le réglement de votre succession sera 
facilité et que votre entreprise pourra 
continuer ses activités normales? 

6) Avez-vous une assurance sur la vie 
dont le capital sera payé 4 votre com- 
pagnie constituée en corporation afin de 
faciliter la liquidation ou la continuation 
de votre entreprise aprés votre mort? 

7) Etes-vous capable de justifier le 
capital que vous avez accumulé? Ne 
serait-il pas plus économique que la 
conciliation de votre capital se fasse 
durant votre vie plutét qu’aprés votre 
décés? 

8) Votre fortune est-elle compleéte- 


Obituary 
Reginald Genn 


The Institute of Chartered Accountants 
of British Columbia reports with deep re- 
gret the death of Reginald Genn on May 7 
at the age of 82. 

Mr Genn, a pioneer of Victoria, came 
there some 63 years ago from England via 
Cape Horn. He was associated with many 
early businesses and had close contact with 





ment immobilisée? Encourra-t-on de 


‘larges pertes en voulant réaliser suff- 


samment d'argent liquide pour régler les 
droits successoraux ? 


Réle auprés du fisc 


Enfin, le rdle du comptable agréé en 
matiére de taxation comme je vous 
l'exposais au début est né des circon- 
stances qui ont entouré le développe- 
ment de la structure financiére et fiscale 
du Canada. Le comptable agréé est 
resté un vérificateur, un aviseur financier 
mais 4 cause de ses deux premiéres pré- 
rogatives qui le tiennent en contact avec 
l’homme d'affaires, il est devenu un ex- 
pert en matiére d’impét. II contribue 
de plus 4 l’élaboration de la politique 
fiscale des gouvernements tout en rem- 
plissant sa fonction de protecteur de ses 
clients contre les effets parfois néfastes 
de la fiscalité et de citoyen respectueux 
des lois. 


the development of some prominent in- 
dustries in Victoria. 

In 1921 Mr Genn became a member of 
the Institute of Chartered Accountants of 
British Columbia and followed his profes- 
sion actively until his death. 

To his family the members of the Insti- 
tute wish to extend their deepest sympathy. 
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News From the C.I.C.A. 
COMMITTEE ON THE BANK ACT 


The Toronto section of the Committee on 
the Bank Act held three meetings on the 
lst, 17th and 24th June. Members of the 
Montreal section met on June 10th. Mr 
T. A. M. Hutchison, committee chairman, 
recently visited Montreal to co-ordinate the 
findings of both sections, and the committee 
expect to submit their recommendations to 
the Minister of Finance in the near future. 


RECRUITMENT AND TRAINING 


Two further meetings of the Committee 
on Recruitment and Training were held in 
Toronto on June 11th and June 25th, 1953. 
Final draft of the student questionnaire was 
reviewed and arrangements made to have it 
distributed throughout Canada during the 
second week in July. In addition to students, 
the questionnaire will be forwarded to chart- 
ered accountants who qualified during the 
past year. The committee believe that the 
latter’s views also will be of considerable 
value and interest. 


THE 1953 EXAMINATION PAPERS 


The 1953 examination papers have been 
reviewed by the Board of Examiners. Final 
revisions will be completed by the end of 
June. 


SPEAKER’S FILE 


Earlier this year the C.LC.A. Executive 
Committee approved a recommendation to 
develop a speaker's file. Response from 
the profession has been encouraging and to 
date 25 members from across Canada have 
offered their services as speakers when the 
occasions arise. Twenty-six national asso- 
ciations have been advised of the Institute’s 
ability to provide speakers and the suggested 
topics include: 

Accountancy as a tool of management. 

Small business has big problems. 
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Knowing your costs. 
can do for you. 
Presentation of financial information. 
Financial statements and labour relations. 
The responsibilities of a chartered ac- 
countant towards you. 
A background to the accounting problems 
of your particular industry. 
You and your income tax problems. 
Replies received acknowledging this new 
service indicate that national associations 
place a considerable value on this contact 
with their members. 


What accounting 


COMMITTEE ON ACCOUNTING 
AND AUDITING RESEARCH 


The Committee on Accounting and Audit- 
ing Research under the chairmanship of Mr. 
G. G. Richardson, F.C.A., met at the Guild 
of All Arts Inn, Scarborough, on June 22nd 
and June 23rd 1953. Matters discussed in- 
cluded the difficulties created by the capital 
cost allowance regulations under the In- 
come Tax Act and their effect on accounting 
principles. Revision of Bulletin No. 1 
(Standards of Disclosure) and the amend- 
ing of Bulletin No. 6 (The Auditor's Re- 
port) were further items on the agenda. In 
addition, the committee considered the pos- 
sible program for the next two years. In 
this connection the committee would wel- 
come suggestions from members as to topics 
which should be studied. 


C.LC.A. ANNUAL MEETING 


The C.I.C.A. 51st Annual Meeting opens 
in Victoria, B.C. on September Sth 1953. 
General sessions start at 2.30 p.m. on Tues- 
day, September 8th when Professor E. D. 
MacPhee, Director of the School of Com- 
merce, University of British Columbia will 
speak on “Audit of Management Methods 
and Systems”. This will be followed by a 
coloured film, presented by The Aluminum 
Company Ltd., on its vast Kitimat project. 
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The following subjects will be discussed 
. in the morning session of Wednesday, Sep- 
tember 9th — “Recommended Changes in 
the Companies’ Act” and “The Distortions 
Produced in Accounting for Depreciation by 
the Capital Cost Allowance Regulations Un- 
der the Income Tax Act”. The annual gen- 
eral meeting will take place at 10 a.m. on 
Thursday, September 10th 1953. 


ALBERTA 


Mr Eric A. Geddes, C.A. announces the 
admission to partnership of Messrs Albert 
J. Knebel, C.A. and John Edward Beaton, 
C.A. Practice of the profession will be 
carried on under the firm name of Geddes, 
Knebel & Beaton, Chartered Accountants, 16 
Bradburn Thomson Block, Edmonton, and 
at Grande Prairie. 

ee: *& 


After two years of groundwork, the Alberta 
Institute has successfully initiated a high 
school testing program in the City of Cal- 
gary. This spring 55 students sat for the 
test. Chief object of the Institute’s plan is 
to create confidence between the schools, 
the parents, and prospective students. Once 
a satisfactory mark rating has been obtained 
from the guidance teacher, interviews are ar- 
ranged with the boys and their parents to 
find out whether they would be interested 
in meeting some of Calgary's practising ac- 
countants. The Institute has a list of firms 
who need students and plans are made for 
the boys and their parents to visit these 
offices. Subsequently the student makes his 
own choice of where he wishes to work. 
The program has also drawn favourable com- 
ment from high school vocational counsel- 
lors who have, through these tests, become 
more familiar with chartered accountants and 
what they do. Next year it is planned to 
extend the program to other cities in the 
Province. 


BRITISH COLUMBIA 


Mr J. M. Ross, B.Com., C.A. announces 
the admission to partnership of Mr G. H. 
Ackley, C.A. The partnership will be car- 
ried on under the firm name of J. M. Ross 
& Co., Chartered Accountants, with offices 
at 207 W. Hastings St., Vancouver. 


BRITISH COLUMBIA 


Mr Frank C. Swallow, C.A. announces 
the opening of an office for the practice 
of his profession at Parksville, B.C. 

€ * * 

Mr Theodore E. Powis, C.A. announces the 
opening of an office for the practice of his 
profession at 1538 Marine Dr., West Van- 
couver. 

* 2 & 

Mr Robert McDougall, C.A. announces 
the admission to partnership of Mr Wm. 
K. Trusler, C.A. The practice will here- 
after be carried on under the firm name of 
McDougall & Trusler, Chartered Account- 
ants, Bank of Montreal Bldg., Nanaimo, 
B.C. 

* * * 


George A. Touche & Co. and H. Nor- 
man Lunn & Co. announce the merging of 
their practices which will be carried on in 
the name of George A. Touche & Co. Mr 
H. Norman Lunn, F.C.A. is retiring from 
the practice. Mr A. Malcolm Craig, C.A. 
will be associated with Messrs George O. 
Cumpston, C.A. and Alan W. Moreton, 
B.Com., C.A. as a partner in the Vancouver 
office of George A. Touche & Co. 

* * * 


Gunderson, Stokes, Walton & Cockburn, 
Chartered Accountants, announce the re- 
moval of their offices to 211 Royal Trust 
Bldg., 612 View St., Victoria. 


MANITOBA 


Godfrey, Sandell & Co., Chartered Ac- 
countants, 302 Kensington Bldg., Winnipeg, 
announce that henceforth their practice will 
be conducted under the firm name of San- 
dell, Peltz & Co., Chartered Accountants. 


ONTARIO 


The Council of the Ontario Institute has 
approved the signing of a contract for the 
construction of the Chartered Accountants’ 
Building at a cost of approximately $282,000. 
The building will be ready for occupancy by 
March 1954. It will be air-conditioned 
throughout and similar in appearance to the 
artist's sketch reproduced in the February 
issue of The Canadian Chartered Accountant. 
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Besides a library and board room for the 
Ontario Institute, plans call for a lecture hall 
capable of seating over 200 persons. Suf- 
ficient space has been set aside to take care 
of the office requirements of The Canadian 
Institute. In addition there will be between 
3,000 and 4,000 sq. ft. of rentable space avail- 
able to other organizations or firms not con- 
nected with the accounting profession. 

The 70th annual meeting of the Ontario 
Institute was held in Toronto on June 12th 
1953. Approximately 450 members subse- 
quently attended a buffet luncheon. Elected 
officers included W. L. McDonald, F.C.A. as 
president, D. A. Ampleford and W. M. 
Brace as vice-presidents. 


* ok * 


England, Leonard, Macpherson & Co., 
Chartered Accountants, 236 Brock St. 
Kingston, Ontario, announce the admission 
to partnership of Mr. Edgar J. Benson, 
B.Com., C.A. 


Messrs I. L. Landau, C.A. and S. Aisen- 
berg, B.Com., C.A. announce the formation 
of a partnership for the practice of their 
profession under the firm name of Landau 
& Aisenberg, Chartered Accountants, with 
offices at 170 Laurier Ave. E., Ottawa. 


* * * 


Messrs Nathan Starr, C.A. and Milton 
Klyman, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Starr & 
Klyman, Chartered Accountants, with offices 
at Ste. 209, 137 Wellington St. W., Toronto. 


News of Our Members 


Mr Roy Crolly, CA. (Ont.), has been 
elected president of the Junior Chamber of 
Commerce of Ingersoll. 
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Mr Jack E. Beckett, C.A. announces the 
opening of an office in the Imperial Bank 
Bldg., North Bay. 


* * * 


Mr Sidney S. Ross, C.A. announces the 
opening of an office for the practice of his 
profession at 123 Simcoe St., Toronto. 


QUEBEC 
Quebec City Committee 


Members of the Institute of Chartered Ac- 
countants, Quebec City section, were con- 
vened Saturday June 6 at Manoir St-Castin 
for their annual meeting. 

Officers elected for the term of office 
1953-54 were: Raymond Fortier, president; 
Jean-Paul Bolduc, vice-president; Roger-H. 
Stanton, secretary-treasurer; Godfrey Gour- 
deau, Robert DeCoster, Jean-Pierre Fournier, 
Maurice Godbout and Maurice DeCoster, 
past-president. 


x 2 * 


Clarkson, Gordon & Co., Chartered Ac- 
countants, Aldred Bldg., Montreal, an- 
nounce the admission to partnership of 
Mr George P. Keeping, F.C.A. 


* * * 


Stein, Levine & Co., Chartered Account- 
ants, Drummond Bldg., Montreal, announce 
the admission to partnership of Messrs Carl 
Grief, C.A. and Gerald Rabinovitch, 
B.Com., C.A. 


* * * 


George A. Touche & Co., Chartered Ac- 
countants, announce the removal of their 
offices to Coristine Bldg., 410 St. Nicholas 
St., Montreal. 


Two chartered accountants took a lead- 
ing part at the recent convention of the 
Society of Industrial and Cost Accountants 
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of Ontario. Mr. George Moller, D.Jur., 


‘ RIA. CA. (Ont.), organized and pre- 


sented a “Case Study Panel — Related to 
the Workshop Exhibit’, and Mr. A. W. 
Parish, C.A. (Ont.), was chairman of one of 
the technical sessions. 
. «a 
P. T. R. Pugsley, C.A. of Montreal, was 
chosen as the outstanding world member of 
the Junior Chamber of Commerce. Voting 
for him were representatives of 40 countries 
and 2,500 Jaycees at a meeting in San Fran- 
cisco. 
* = es 
Mr R. L. Boynton, C.A. (Ont.), has been 
appointed comptroller of Reo Motor Co. of 
Canada Limited, Toronto. 
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PAYROLL HOLDUPS AND THEIR PREVENTION 

Montreal, April 30, 1953 
Sir: Throughout Canada, payroll holdups are 
on the increase, and the cost to business dur- 
ing 1952 amounted to hundreds of thousands 
of dollars. To prevent holdups, systems have 
been devised by well-known printing com- 
panies whereby weekly salaries and wages for 
small and large companies are paid by 
cheque only. 

In one popular system four sheets are typed 
in one operation: the first sheet includes four 
cheques in one strip for rapid handling in 
the typewriter (the cheques perforated for 
easy separation later); the second is the em- 
Ployees’ earnings tax records, the third is the 
employers’ earnings tax records; and the 
last sheet is a cheque register, four to a sheet. 

The officers and proprietors issue a cheque 
in full for the total payroll less cash advances 
to employees, tax deductions, unemployment 
insurance, etc. and the cheque is deposited to 
a trust account kept in the name of two 
trusted and bonded employees who are held 
responsible for the preparation of the payroll 
and the issuing of the cheques to the em- 


ployees. 


John A. Wilson, F.C.A., senior partner of 
George A. Touche & Co., of Toronto spoke 
on June 19th 1953 to a meeting of the In- 
stitute of Newspaper Controllers and Finance 
Officers in Montreal. The subject of his ad- 
dress was “The Modern Presentation of a 
Company’s Annual Report”. 

* « * 

Effective July 1, 1953 Mr C. W. Camp- 
bell, C.A. (N.B., N.S., P.E.I.), has assumed 
the duties of chairman of the board of di- 
rectors and general manager of Marven’s 
Limited, Saint John, N.B. 

oe = «© 

Mr A. G. Trickey, C.A. (Ont.), has been 
appointed assistant comptroller of Robert- 
son-Irwin Limited, Hamilton. 


A client of ours who had suffered from 
a large payroll holdup sometime ago, in which 
two of the employees were seriously injured, 
today uses the system outlined above, and 
found that the employee turnover in the fac- 
tory had decreased 50% because in the major- 
ity of cases, the take-home pay (and I do 
mean home) was the full amount of the 
payroll cheque. When an employee is paid 
in cash, there is a tendency on his part to 
spend a portion of his earnings before reach- 
ing home, resulting in domestic quarrels and 
distress, absenteeism, and change of employ- 
ment. 

But when an employee is paid by cheque 
there is a tendency on his part to deposit it in 
their neighbourhood bank and pay for his 
family’s food, clothing, and shelter by cheque. 

Bankers in Canada cooperate to the fullest 
extent with companies who wish to pay their 
employees by cheque for by so doing, the 
banks’ savings accounts are increased to the 
mutual benefit of all parties concerned and 
the country at large. 

M. GOODMAN, C.A. 
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By Gertrude Mulcahy, B.A., C.A. 
The C.I.C.A. Research Department 


AN ANALYSIS OF PRESENTATION 
TECHNIQUES IN ANNUAL FINANCIAL REPORTS 





CAPITAL STOCK 


ULLETIN No. 1 of the Committee 

on Accounting and Auditing Re- 
search recommended as follows with 
respect to the disclosure of ‘‘Capital 
Stock” on annual financial statements: 


“The number of shares authorized, 
the number issued, the par value, if any, 
in the case of each class of shares issued, 
should be shown on the balance sheet. 
The rate of dividends on preference 
stock and the amount of arrears of divi- 
dends on cumulative preference stock 
should be stated. Where shares are re- 
deemable that redemption price should 
be disclosed. It is desirable that the 


preference in liquidation of a stock, if 
substantially in excess of its par or stated 
value, be disclosed. 

“Any increase in shares outstanding 
during the year should be set forth and 
the consideration received therefor 
should be given. Particulars as to any 
options outstanding for purchase of 
stock should be disclosed under the cap- 
tion of capital stock.” 


Balance Sheet Caption 


Fig. (1) sets out the different captions 
used on balance sheets to describe the 
capital stock section in the 202 state- 
ments analyzed for 1949, the 209 for 
1950, and the 279 for 1951. 


FIGURE 1 


1951 1950 1949 

28. % 31.1% 31.7% 
22.6% 20.1% 22.3% 
19. % 21.5% 22.3% 


8.2% 5.7% 4.4% 


Caption on Balance Sheet 
Capital stock 
Capital stock and surplus 
Capital and surplus 
13.6% 14.8% 13.4% Capital 
Shareholders ownership/investment 


interest/equity 


8.6% 6.8% 5.9% 


Miscellaneous 


The miscellaneous category includes—net worth, share capital, capital authorized and 
issued, capital invested, etc. 
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DETAILS AND DESCRIPTION OF 
CAPITAL STOCK 


Shares Authorized, Issued and Par Value 


In the main, the statements analyzed 
set out clearly the number of shares au- 
thorized, the number issued and the par 
value, if any, for each class of shares. 
However, a few of the statements, after 
setting out the above detail, grouped the 
dollar value of two or more classes of 
shares in one figure. Where this figure 
represented both shares with a par value 
and shares with no par value, the dollar 
value attributable to each class of shares 
could be calculated by the readers of the 
financial statements. Where this figure 
represented two or more classes of shares 
of no par value, the portion thereof at- 
tributed to each class of shares cannot 
be determined. 


Dividends on Preferred Shares 


The recommendation that “the rate 
of dividends on preference stock and the 
amount of arrears of dividends on cumu- 
lative preference stock should be stated” 
was generally followed in financial state- 
ments of companies whose share capital 
included preference stock. 


Redeemable Preferred Shares 

In the 1951 statements analyzed 100 
had preferred shares described as “‘re- 
deemable”. However, of these, only 29 
set out the redemption price or the terms 
of redemption either on the balance 
sheet or in a note appended thereto. 


Changes in Issued Shares 

In 93 of the 1951 financial statements 
analyzed, changes in the issued capital 
during the year were apparent. Fig. (2) 
sets out how the changes were disclosed 
and the extent to which information re- 
garding the changes was provided. In 
the 2 cases where the only indication of 
a change in the issued capital was in the 
directors’ report, with no further particu- 
lars, and in the 4 cases where the only 
evidence of any change was entries in 
the surplus accounts, the effect and ex- 
tent of the changes in capital could only 
be determined by a comparison with the 
statements of the previous year. 


Share Options 

Eight of the companies included in 
the 1951 group disclosed that options 
for the purchase of their capital stock 
were outstanding and gave particulars of 
the options. 


FIGURE 2 
Changes in Issued Shares 
Disclosed in 1951 Statements 


29—set out particulars of the changes in the balance sheet 
19—set out particulars of the changes in notes to the balance sheet 


11—gave particulars of changes in issued capital in directors’ report only 

2—indication of change shown in directors’ report only—no particulars given 

6—change in issued capital indicated by entries in surplus and particulars given in 
directors’ reports 

4—changes indicated by entries in surplus only 

22—disclosed changes in issued capital by reason of publishing comparative balance 
sheets but no further particulars were disclosed in the reports. 
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EXAMPLES OF CAPITAL STOCK PRESENTATION 


Example 1: December 31 
1951 1950 
Capital stock: 
Special Employees’ Preferred: 
Authorized—50,000 shares, par value $50 each 
(callable at par) 


Re IND NOIR ooo cacao ans cnsspecsancapsibcesetceotes $ 2,300,000 $ 2,300,000 
Less redeemed (1951—17,470 shares; 1950—15,414 
BD is acest scascks cusereeceaiesevenvesserree eitesearersioes 873,500 770,700 
$ 1,426,500 $ 1,529,300 
Common: 
Authorized and issued—188,845 shares, par value 
eae ee 9,442,250 9,442,250 


$10,868,750 $10,971,550 


Note: Under the provisions of Section 61 of the Companies Act (Canada) $873,500 
at December 31, 1951 and $770,700 at December 31, 1950 was classified as 
capital surplus arising from the redemption of preferred stock, pending formal 
reduction of capital. 

This company provides full disclosure capital and changes therein. 
of all information regarding its issued 


* * * * * 


Example 2: 
Capital— 


4%% cumulative redeemable sinking fund preferred shares of $100 
par value each— 


BOOOO GRATES DULMOLINER BOI BEBRE o....5....csesecencscoceccnescceseosessssssczsrescesseieess $ 8,000,000 

Common shares of no par value— 

5,000,000 authorized whereof issued 2,347,552 shares ............cccccssseseeseeees 9,371,914 
$17,371,914 


Notes: (1) Under authority of Supplementary Letters Patent dated July 12, 1951, 
the 600,000 authorized common shares were subdivided into 2,400,000 
common shares and a further 2,600,000 common shares were authorized, 
a total of 5,000,000 common shares of no par value. 

(2) During the year, 426,332 mew common shares were issued for cash, 
$3,145,690, under rights granted to shareholders and to certain officers 
and employees. At December 31, 1951, rights granted to certain officers 
and employees to purchase 52,448 new common shares were still out- 
standing. 


In this case the company has not in- the outstanding option for common 
dicated the redemption price of the pre- shares. 
ferred shares and the issue price under 
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December 31 
1951 1950 


Example 3: 


Capital stock: 
Authorized and issued: 
34,500 Participating Class A shares without 
nominal or par value carrying a non-cumulative 
preferential dividend up to 60c per share per 
annum 
9,625 Class B shares without nominal or par 
NE si se Soe eee HE $ 81,260.13 $ 88,626.49 
Less Class A shares held by subsidiary company (3,915 
shares at December 31, 1950)———-2,000 shares at 
mopomneer Dis 1951 ea ccciidicad ccotiiamanmentacak 3,683.18 7,209.82 


$ 77,576.95 $ 81,416.67 


The directors’ report includes the fol- reduce the capital of the company from 
lowing statement: 38,500 Participatory Class “A” shares 
“As surplus funds became available to to 34,500 Participatory Class ‘‘A” shares. 
year it continued to acquire the Partici- “A” shares as at 30th December 1950 
pating Class “A” shares of your Com- and acquired a further 2,085 shares dur- 


pany as will be observed in the Balance ing 1951. Of these shares, 4,000 were 
Sheet.” redeemed by the parent during the year 


What can be observed from the bal- 24 cancelled. 
ance sheet is that the subsidiary company In this case the stated value of the 
has fewer shares of Class A stock at issued shares is not apportioned between 
31st December 1951 than at 31st De- Class “A” and Class “B” shares al- 
cember 1950. However, since the dol- though it can be determined that Class 
lar value of Class “A” shares has de- “A” shares are valued at $1.84159 each. 
creased from 1950 to 1951 it could Since a comparative balance sheet was 
therefore be assumed that some of the issued it would have been a simple mat- 
shares held by the subsidiary had been ter to show the number of shares auth- 
redeemed during the year. orized and issued as at 31st December 


The 1950 directors’ report stated that 1950. 
the company had obtained approval to 


t * € * = 
Example 4: 31st December 
1951 
Capital: 
Authorized and Issued:— 
GO0j000' Class A sharesGf co par WAlUe 5.....ssc.cccccccesssesccsasssssssscessscinsesovens $1,438,284 


800,000 Class B shares of no par value— 

Although the above would appear to same company bracketed the two classes 
be a printing fault, the inexperienced and extended the dollar value as apply- 
reader of the financial statement might ing to both. However, on the 1952 
assume that the Class B shares had no statements, the presentation was similar 
dollar value. The 1950 statement of the to that on the excerpt above, except that 
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the dollar value was entered opposite the 


Class B shares. 


Presumably the Class A shares are pre- 


* + 


Example 5: 


Capital Stock: 
Common shares of no par value: 
Authorized 165,000 shares: 


ferred as to dividends or as to redemp- 
tion but no such information is disclosed 
in the reports. 


+ * 


31st December 
1951 


Issued (or to be issued under Supplementary Letters Patent dated 


February 28, 1949) 135,000 shares, fully paid 


The reader of the above excerpt would 
undoubtedly wonder at the significance 
of the inclusion of the words ‘(or to be 
issued under Supplementary Letters Pat- 
ent dated February 28, 1949)”. 


Since a company cannot issue shares 
without proper authorization either by 
charter or by supplementary letters pat- 
ent, it would be ridiculous to assume that 
this description was intended to signify 
that the issue of shares was properly 
authorized. However, through enquiry, 
it was determined that the words were 
meant to indicate that the issue of the 


etuvageesvacaassitar es $501,764.75 


shares in the future will be carried out 
in a manner as approved in the supple- 
mentary letters patent. 


In 1943 and 1949 the company ob- 
tained supplementary letters patent au- 
thorizing the conversion of their capital 
stock. Conversion under both author- 
ized plans -had not yet been completed 
and the 135,000 common shares of no 
par value were made up of three types 
of common shares. The required new 
shares are to be issued as the old type 
shares are presented for redemption. 
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The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


Correspondence with the editor is cordially invited 


 gteaattongid we accepted an invitation 
to tour one of Canada’s large peni- 
tentiaries. While there we talked with 
an inmate who was studying Account- 
ing through the Extension Department 
of a Canadian university. He told us, 
somewhat pathetically, that studying was 
a means by which he could forget his 
many troubles — and from his recent 
record the world had indeed become for 
him a place of many troubles. If we 
remember correctly, he was able to study 
Accounting five days a week, two hours 
a day, and was several exercises ahead 
of schedule at the time. It was a con- 
versation we will remember. 

2 & «@ 

While visiting the same penitentiary 
we learned something of the background 
of inmates who had been convicted of 
forgery and of “uttering” cheques. 
(The inmate with whom we had talked 
had not been guilty of forgery.) We 
learned with considerable surprise that 
by far the majority of inmates convicted 
of forgery were poorly educated, prac- 
tically illiterate, in many cases scarce- 
ly able to read or write — a far cry from 
the slick operators we had pictured. 
They were people who had no concept 
of office procedure and no idea how 
readily a forged signature on a company 
cheque would be detected through rou- 
tine bank reconciliations. 


91 


We learned with mounting indigna- 
tion of the circumstances which had led 
to some convictions — large companies 
which actually issued signed cheques 
with the amount space blank so that 
salesmen, for example, could reimburse 
themselves for travelling expenses as 
the occasion demanded. Is it any won- 
der that some unfortunates succumb to 
temptation when it is made so inviting? 
In our view the business man who negli- 
gently places temptation in the way of 
his employees is himself partly guilty 
when things go wrong. 

. F's 


There is a passage in Montgomery's 
Auditing (seventh edition, page 108) 
which is relevant to the point we have 
made in the preceding paragraph: “The 
signing or countersigning of checks in 
advance should be prohibited. The dan- 
gers of signing checks in advance are 
obvious, but often are ignored. Counter- 
signatures are effective as an internal 
control procedure only when each signa- 
ture is affixed after examination of 
checks, completed except for signatures 
and accompanying vouchers. The affix- 
ing of one signature on a blank check 
requiring two signatures is particularly 
dangerous, for then the requirement of 
signature and countersignature implies a 
security that is not present. The second 
signer of the check may accept the first 


¥ 
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signature as indication of approval of 
the payment and examine the accom- 
panying documents less carefully because 
of it. Furthermore, the board of direc- 
tors or other executive body in setting 
up: the requirement of signature and 
countersignature intends that expendi- 
tures will be subjected to reasonably 
careful examination by two employees 
and rests comfortably in the assurance 
that procedures have been established 
to prevent the misuse of funds. Coun- 
tersignatures properly affixed are well 
and good, but signature by one em- 
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ployee after examination of supporting 
vouchers offers much greater protection 
than countersignatures misused.” 

. ££ + * 


Col. Robert H. Montgomery passed 
on, May 2, 1953 at the age of 80 years. 
No one will dispute the major contribu- 
tion which he has made to the education 
of students-in-accounts through the 
seven editions of his famous book on 
Auditing; and all this in addition to his 
other important efforts towards the de- 
velopment of the accountancy profession 
in the United States. 


A PUZZLE FOR AUGUST 


“The other morning,” said Tweedle- 
dum, “I walked from here to the Green 
Man, returning on horseback. Then I 
rode out to the Green Man on a bicycle 
and came back again in a car. 


“I ride twice as fast as I walk. I 


bicycle twice as fast as I ride. I drive 
twice as fast as I bicycle. 

“My average speed for the four jour- 
neys was eight miles per hour.” 

What is Tweedledum's speed on foot? 

(Contributed by a Vancouver reader) 


SOLUTION TO THE JULY PUZZLE 


Let “a” = the profit before charging the bonus 


and “p” = the profit after charging the bonus. 
Then the bonus = a-p. 
Under the contract the bonus is aes ee. i ae 
10,000 100 100,000 
2 
Thus a—p = a. 
100,000 
az 
op=a—- —— 
P 100,000 


The maximum value of “p” for varying values of “a” can be found by trial and 
error, but the neatest way is by differentiating “p” with respect to “a” and equating to 


zero: 


dp 2a 
——_—_ 23 | ——......___. 

da 100,000 

or a = 56,000. 

Thus the profit before charging the bonus must be reduced to $50,000 by increasing 
the manager's salary by $50,000. The bonus on this will be $25,000, leaving $25,000 for 


the owners. 


m 
tic 
cu 
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WHY DO WE WORK SO HARD? 
(Assuming We Do) 


. . It is not my province and I 
am not authorised to talk to you on 
religious matters, or anything of that 
sort, but it so happens that a fortnight 
ago I attended a service in St. Paul’s 
Cathedral of the Guilds and the City 
Livery Companies. We had a most re- 
markable address by the Lord Bishop 
of Southwark. I was very struck by 
one section of his remarks. What he in 
fact said was: ‘What do we work for? 
He gave five reasons, working upwards 
from the mundane, from the material to 
the religious. 

Firstly, he said that human nature be- 


ing what it is, we worked for personal 
advantage, personal gain, salary, or 
what not. Next, for the human pleasure 
in being appreciated — a pat on the 
back when you have done a job well. 
Thirdly, the joy of creating. As I have 
tried to emphasize to you, your work is 
creative, whether auditing a balance 
sheet, or any other form of good ac- 
countancy; fourthly, the pleasure of con- 
tributing to the social well-being of the 
community; and, lastly, the desire to 
fulfil a religious obligation. It is im- 
posed on all of us to do the best we can 
while we are on this earth.” 


— From an address by Sir Harold G. Howitt, “Your Future Profession” delivered at 
the annual meeting of the Chartered Accountant Students’ Society of London (Eng- 
land) on 27th April, 1950, cited in The Accountant, 13 May 1950, page 538. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 


the personal views and opinions of the various contributors. 


They are designed not as 


models for submission to the examiner, but rather to provide such discussion and explana- 


tion of the problems as will make their study beneficial. 


cussion of the solutions published. 


The editor will welcome dis- 


PROBLEM 1 


Intermediate Examination, October 1952 
Accounting I, Question 6 (25 marks) 

F Co. Ltd. manufactures and sells cardboard boxes. Its activities are carried on in 
two departments, the corrugated paper box department and the solid box department. 
On the attached columnar sheets is the trial balance of F Co. Ltd. before adjusting and 
closing entries at 31st December 1951. 

Your examination has disclosed the following additional information: 

(a) Inventories at 3ist December 1951 


Corrugated Solid 
Raw material .. $17,000 $ 8,250 
Goods in process meets al 3,500 1,500 
Finished Goods ..................... 18,000 12,000 


Depreciation is to be charged at the following rates based 


(b) on cost less accum- 
ulated depreciation to date (reducing Balance Method) 
NN MMNNNNE Dose Chat wc erhes cec. os Gace Sic as esas pone enes dents 5% 
NPUPUN RS os here hy Sonos oes hs ances ua Oe bunts hs cei ERI A 20% 
Office furniture & equipment . 20% 
Autos and trucks 30% 
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(c) Debts becoming uncollectible during the year have been written off against the 
reserve account. The reserve should be built up to 5% of the accounts receiv- 
able outstanding at 31st December 1951. 

(d) Accrued wages at the beginning of the year comprised the following: 











Corrugated Solid Total 

MINS PL Ae Nag: Pe a a ee 3 aa $1,400 $850 $2,250 
IN a Se Si i a on Ee ar Oo pe 150 100 250 
$1,550 $950 $2,500 














There were no accruals required at 31st December 1951. 

(e) Prepaid insurance represents the premiums paid on the renewal, at the same 
rates, of three separate policies as follows, in addition to the unexpired portion 
of premiums brought forward from the previous year: 

(i) Buildings—premium $1,250 for 3 years commencing Ist October 1951 
(ii) Machinery—premium $250 for 1 year commencing 1st April 1951 
(iii) Inventory—premium $1,000 for 1 year commencing 1st July 1951 

(f) Bonds were purchased at par 1st April 1951, coupons payable 1st October and 
1st April in each year. Accrued interest should be set up at 31st December 1951 

The following information is provided for the purpose of distributing expenses to 

the corrugated and solid box departments: 

(a) Number of employees in the factory 75, of whom 50 are employed in the cor- 
rugated department, 25 in the solid box department. 

(b) The following are distributed arbitrarily on management's appraisal of the value 


of the services rendered as follows: 
Corrugated Solid 


Executive salaries and general Administration expenses ... 60% 40% 
ORICE GAINES BAC CRBENIES oo =. 8 osetia kin .. 50% 50% 
RUC a RMN RR EN 8S 5 a Cl rE ie tr 40% 60% 
SIUNENA e MURSRURED: 225 Cociebetsisiridss Sorctsr artes nee ies cavieads 25% 75% 


(c) Factory building—usable floor space—100,000 square feet of which 75,000 square 

feet were required by the corrugated department. 

(d) Power used by the corrugated department 400 horsepower hours, solid depart- 

ment 100 horsepower hours. 

(e) Repairs to machinery are to be distributed $1,840 to the corrugated department 

and $460 to the solid department. 
Required: 

Prepare a work sheet for the manufacturing statement and for the profit and loss 
statement on a departmental basis for the year ended 31st December 1951. Indicate by 
means of footnotes the various bases used to distribute the various expense items. 

NOTE: Your answer is to be submitted on the attached columnar sheets on which the 
trial balance is printed. 
Carry calculations to the nearest dollar only. 

Editor’s Note: The trial balance given on the work sheet was as follows: 


See SPR Rn gy orn one ne a 


F CO. LTD. 


TRIAL BALANCE 
as at 31st December 1951 


Dr. Cr. 
Sales — corrugated sie acest iaivcdwar ees $ $277,600 
PNR hans Oiseau cadescecs : 175,000 


Purchases — corrugated 87,500 








The Student's Department 


EE Sc ; 
Inventories — 1st Jan. 1951 
Raw material — corrugated 


Bes RRNA aS octane ees cas ict yine tas seaa seuss oaesees 

Partly made — corrugated ..............0.0.... 

HENNE, GRC iey dou tap sree a Aout ui bese Goan. 

Finished good — corrugated 2.0.0.0... 

— solid i 
Wages — direct — corrugated .0.....0.e 
ee PONENT Seer Sapo ys erie aise ATeS 
— indirect — corrugated ..............ccccccccsccsssseeeesees ed 
SMR: \ Secirsts ste ee eee ees LES, 
MRI PMN 4o oe sec atest Sc as yesavaivi eeba ss Senta oat eeaes 
MMR RCs EERE REN aos coy cyoscsgns 25 shor scarisdo, a¥essede etiomeeaiaiews 

SUM 9 eater Bevis sina aeeeay aseeneeeeeees eee errr 
IES: WELERVO—ERCIOEY «cscs .s desde cll tec teow peatoenseaeo tts 
MEM ons secs 5d 5d cusses saya shuzs tee absiec cvasecsiac assis vss Gaeeswaaesins 
SREP NRE ERNIE Sees 35sec o> odes orcs caves act eae nk Penceas 

NNR EB Apacs ac eS tin ye aat coed Skepta x aad Gi eSetnee: 

—salesmen ......... Fee Cor tsee ss sctCe Ocoee ected Lesa 

SUMMREIRMIUND 2 Cts ceca ges i hoes te spsnaattbeedetiaigss cae ene ee 
CREE PRM ss. 2 8 Soe nd era Ayes ny Ses beanncststnaasere tv eeettes 
NM rescore er greece sare ais vista oto. eas Unease eA ICG 
I ccs 2s 52h cs hevods Rivdee encod vent penlahce bee deneeotinwh een cee 
NUON TND AEM pa Soha ce cepa gs eeeice Bo ieiNaacs unt 
General expense—selling ..... 

—administration ......... Ges ed Sodas eases Sita tasiaeteeoaks oe 
cee UENO TOE FOI 2991) 6528 fees cove cee dicese rn earincenatarnnaes 
Accounts payable ...... Perici 
ME TIRES ones 2 So REE anor, evan Sovsace canis PACA acs 
UMD NTNU e008 sag cei cacan hu civany ssa sore ea Tee eG SS 
Ne ceca acs cutout eaves ca viiiaokupeoaesensivs tees toaiveavea 
aN CERIN Foc dan psavin socivavikits Restores cee 
RIO WAHCE TOK GOUDUU) GEDUS) 26. 5....5.-.0..c.s00:ccsceecsccdsisnigveseoncees: 
Office furniture and equipment ..................0....0.0: eee 
MMR ea reser SONG ea ee Peaches ae aan sees ss 
NN say hy 905s cides hom Satan p aera tas sauaa Rea ison Soa 
Ue SMUD 555 oxic sasae cAcavesncsksgettiviesniecsscensteaest ataeentss 

EeeUNE e eyee a erste Ue ais ae deau Tush cseeeaa eta OSD 
MaRS RNRENS 655. acevecciscaacceethectassivtb a teesye Beet as ee oats 
Investments: 


4% bonds due Ist April/60 
Accumulated depreciation: 


OIE, ecyastncneincss. it 
—machinery—corrugated ......... 

MM Cera Sips EIR i Tic coh hiss 
om ANNE MUNDI «oes, oeea ces Stedaved cadet ea ee ap zeae 
—office furniture and fixtures ................. 


Capital: authorized, issued and fully paid 
10,000 shares no par value ... PoScpet esata 
Earned surplus—tist Jam. 1951 02.2.0... 2000. ceeeee 


52,000 


17,500 
7,500 
5,000 
2,000 
20,000 
10,000 
37,500 
18,000 
4,500 
2,000 
3,000 
3,250 
2,300 
2,300 
2,125 
13,000 
14,500 
17,000 
7,500 
4,000 
500 
1,100 
600 
21,000 

17,000 


3,375 
5,250 
53,000 
1,300 
4,900 
11,500 
100,000 
25,000 
13,000 
7,250 


25,000 


$622,250 


2,500 
23,000 
500 


40,000 
7,200 
3,800 
2,100 
1,700 


50,000 
38,850 


$622,250 
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Note: Other distributions of the revenue and expense items between the corrugated paper 
box department and the solid box department were possible, as follows: 


Distribution Other Bases of Distribution 
Item as published 1 2 3 
Advertising sales Gen. Admin. 
60:40 
Travelling salesmen’s Gen. Admin. - sales 
salaries 40:60 60:40 
General expenses salesmen’s 
—selling salaries 40:60 sales 
Directors’ fees executive office 
salaries 60:40 salaries 50:50 
Depreciation of foot space Gen. Admin. 
building 75:25 60:40 
Depreciation of Gen. Admin. 
auto and truck _ sales 60:40 
Bad debts Gen. Admin. Office None—charged 
expense sales 60:40 exp. 50:50 against operating 
profit combined 
Insurance expense average of open- Opening Closing 
—inventory ing and closing inventories inventories 
inventories 
Interest income executive Office None—credited sales 
salaries 60:40 exp. 50:50 to operating 
profit 


EXAMINER’S COMMENTS 


1. Many students used “Balance Sheet” columns on the work sheet. This was not 
required, and the students found themselves short of space for the Manufacturing and 
Profit and Loss account columns. e 

2. Many students failed to realize that merely stating an arithmetical proportion is 
not complying with the instruction to indicate the basis used for distribution. 


3. A large number of candidates did not furnish the footnotes required. 


4. Most students thought it necessary to make transfers for opening and closing 
inventories to Cost of Manufacturing or Purchases. This was not the simplest method 
of handling the inventories on the work sheet. 


5. A relatively large number of students were unable to compute the amount of the 
insurance expense, and of those who did compute it correctly a number did not apply a 
reasonable basis of distribution. 


PROBLEM 2 
Final Examination, October 1952 
Accounting II, Question 3 (10 marks) 


The D Co. Ltd. is, and always has been, a personal corporation for purposes of 
income tax since its incorporation in 1945. The company has outstanding 1,000 shares 
of $100 par value common stock and 1,000 shares of $100 par value 5% cumulative 
redeemable preferred stock upon which the dividends are 2 years in arrears. The share- 
holders are D (1 common and 900 preferred), his wife (1 common and 100 preferred), 
and his son, age 17, (998 common) which were acquired by gift from his father. The 
company owns real estate to the value of $300,000 and stocks and bonds to the value 
of $150,000. On its formation in 1945 the company acquired property to the value 
of $175,000 from D, and $25,000 from his wife. No property has since been acquired 
by transfer or loan from any shareholder. In 1951 the company makes a profit of $35,000, 
and declares a dividend on the preferred stock of $15,000 and of $10,000 on the common 
stock. 
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Required: 
For tax purposes, what is the income from the D Co. Ltd. of D, of his wife and 
of his son for the year 1951? 


A SOLUTION 

Under the provisions of section 61 all income of a personal corporation is deemed 
to have been distributed as a dividend each year to the shareholders. The allocation of 
this dividend among the shareholders is in proportion to the amount of property which 
each shareholder transferred to the company. As all profits are deemed to be dividends, 
any dividends which are actually paid as such are not taxable in the hands of the share- 
holders. 

In the problem income is divided on the basis of property transferred to the corpora- 
tion, as follows: 


RE ras cectnetiwsy Aacteaets $125,000 — 7/8 
D's wife ..................... 75,000 — 1/8 
200,000 
For tax purposes, the income from D Co. Ltd. is as follows: 

Be eee etext (7/8 of $35,000) $30,625 
oe ss ag (1/8 of $35,000) 4,375 
RE i ratisctatss ssa eG Gia eee eA nil 

Profit of D Co. Ltd. for 1951 ........ i $35,000 


EXAMINER’S COMMENTS 
There was a considerable lack of knowledge of this question on the part of the 
candidates. Some had the correct reasons and then talked themselves out of marks by 
further remarks, thus indicating confusion in their minds. 


PROBLEM 3 
Final Examination, October 1952 
Accounting II, Question 4 (10 marks) 


At the commencement of its 1949 taxation year the F Co. Ltd. purchased, for 
$50,000, an auxiliary electric generator for use in case of emergency in its woollen 
mill. In 1949 and 1950 capital cost allowances at 25% were taken, the generator falling 
within class 9 of Schedule B to the Income Tax Regulations. The generator is the only 
item of class 9 which the company has. 

Required 

What is the effect on the computation of the company’s taxable income in 1951, 
assuming that at the end of its 1951 taxation year the company sold the generator for 
(a) $15,000, or (b) $55,000? 
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A SOLUTION 
F GO, LTD. 
Effect on Taxable Income in 1951 of Sale of Generator 
(A) 
Capital cost of generator ......... sce aiky " $50,000 
Proceeds on disposal 15,000 


Lower of capital cost or proceeds so ich tes 15,000 


Class 9 


Cost of generator ee ae ; $50,000 
1949 Capital cost allowance ; : ee 12,500 


Undepreciated capital cost at end of 1949 ee ; — 37,500 
1950: capital cost allowance. ...............:...-.c0.06: Nate eeeies tinea 9,375 


Undepreciated capital cost at end of 1950 28,125 $28,125 


1951 disposal — lower of capital cost or proceeds ates 15,000 
50,000 


Undepreciated capital cost of class after disposal ..... $13,125 
Excess of ‘proceeds’ over undepreciated capital cost as $(21,875) 
(a) Deduction from taxable income allowed under section 1100 (3) 

PE MUMS a cias 2c es ereiatcnne Suan ARR Slee 


(b) Amount to be added to income for tax purposes under section 
20 (1) of the Income Tax Act . 


EXAMINER’S COMMENTS 


If the candidate indicated he could arrive at the correct net effect on computation 
of the company’s taxable income he was not penalized. He might, for example, take 
capital cost allowance for 1951, but by subsequent actions show he was in effect re- 


versing the item. 
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